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PREFACE 


The present Survey is the thirty-third in a series of reports prepared by the 
secretariat of the Economic Commission for Europe to serve the needs of the Com- 
mission and to help in reporting on world economic conditions—a task which the 
Economic and Social Council of the United Nations has entrusted to the Department 
of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the views 
expressed in it should not be attributed to the Commission or to its participating 
Governments. 


Completion date: pre-publication on 13 March 1980, and final text on 22 May 
1980. 


EXPLANATORY NOTES 


The following symbols have been used throughout this Survey: 

.. = not available or not pertinent; 

— = nil or negligible; 

* = estimate by the secretariat of the Economic Commission for Europe; 
| = signifies a break in the comparability of a statistical series. 


In referring to combinations of years, the use of an oblique stroke—e.g. 1977/78 
signifies a twelve-month period (say from 1 July 1977 to 30 June 1978). The use of a 
hyphen—e.g. 1975-1977—normally signifies either an average of, or a total for, the 
full period of calendar years covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the 
metric ton. The definition “billion” used throughout is one thousand million. Minor 
discrepancies in totals and percentages are due to rounding. 
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CHAPTER 1 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


OVER-ALL VIEW 


As 1979 progressed, the economic horizon became 
more cloudy in western Europe and in the whole OECD 
area. The most important single factor in the faltering 
economic climate and the worsening of expectations is 
undoubtedly the latest round of oil price increases. It 
offset the decline which had taken place between 1974 and 
1978 in oil prices relative to the prices of manufactured 
products; and, probably more important, it ended the 
lingering hopes that the first round was a once-and-for-all 
shock which could be gradually absorbed. It also revealed 
how fragile was the success recorded by most west Euro- 
pean market economies in their fight against inflation 
during recent years, though the cost paid in terms of em- 
ployment, output and productivity growth has been high. 
The effect of the new rise in oil prices risks being so serious 
because little was done in the field of energy conservation 
between 1974 and 1978 and because the resilience of some 
west European economies to external shocks appears to 
be very modest indeed. Inflation started to accelerate in 
western Europe well before the latest increases in oil 
prices were reflected in domestic price structures. The rate 
of acceleration of inflation rates also differed widely 
among countries: in many of them the external impulse 
was amplified not only by price-wage spirals but also by 
policy measures such as increases in indirect taxes and 
public tariffs. 

The effects of the oil price rises of 1979 will be fully felt 
by the west European economies in 1980; but their 
impact on output development in 1979 was more limited 
than generally feared. Indeed, by provoking an acceler- 
ation in the purchase plans of households and in the 
production plans of enterprises, they gave a momentary 
spur to output. The cyclical recovery which started at the 
beginning of 1978 thus continued during 1979 with dom- 
estic demand rather than exports playing the major sup- 
porting role. It was fostered by moderately expansionary 
policies in some countries in 1978—especially in the larger 
ones—and a more balanced pattern of foreign accounts. 
1978 and 1979 appear as two years of output recovery and 
in the last quarter of 1979, the industrial production of 
the west European countries combined was about 9 per 
cent higher than in the last quarter of 1977. Industrial 
output stagnated in the first quarter of 1979 (partly be- 
cause of a hard winter) after the upsurge of the last quarter 
of 1978, grew fast in the second quarter and remained 
virtually unchanged in the third quarter. As far as can be 
judged from incomplete information, it rose again in the 
last quarter mainly reflecting a decline in the household 
savings ratio. In the last quarter output continued, rather 
unexpectedly, to increase also in the United States and 
there too the major factor was a decline in household 


savings. 


As shown in the following text table, GDP rose by 
about 34 per cent for the 13 industrialized west European 
countries combined between 1978 and 1979 (annual aver- 
age). After remaining low for several years, fixed invest- 
ment grew faster than private consumption. However, in 
historical perspective, economic performance in 1979 was 
modest: the growth rate of output remained well below 
previous cyclical upswings as well as the growth rates 
prevailing before 1973. 


Western Europe,” percentage yearly changes in volume 


Forecast 


1977 1978 1979 1980 


Private consumption : : : 
Gross fixed capital formation ....... 1.2 1.6 3.9 3.0 
Gross domestic product 


* 13 countries: Austria, Belgium, Denmark, Finland, France, the Federal 
Republic of Germany, Ireland, Italy, the Netherlands, Norway, Sweden, 
Switzerland and the United Kingdom. 


For 1980, aggregation of national forecasts yield a 
growth rate of 1.9 per cent for the 13 industrialized 
countries combined. These projections are surrounded 
by greater uncertainty than usual. On the one hand, the 
better than generally expected output results for the last 
quarter of 1979 imply that in a number of countries an 
output growth in the region of 2 per cent can be achieved 
between 1979 and 1980 (annual averages) even if output 
remains flat during 1980. On the other hand, with the 
exception of some possible lagged increase in enterprise 
investment, it is difficult to discern other sources of 
growth. Foreign trade is generally expected to increase 
much less in 1980 than in 1979. Fiscal and monetary 
policies are restrictive because of inflation and the wide- 
spread objective of reducing public sector deficits. It is 
also prevailing policy to ensure that the recent oil price 
increases are passed on fully to final domestic prices. In 
1979 a declining savings ratio provided an important 
stimulus to household consumption in most countries. 
Paradoxically, if inflation decelerates in 1980—or if in- 
flationary expectations improve—it is quite plausible 
that the household saving ratio will increase again, thus 
curbing private consumption. In this event, the expected 


1The growth rate rises to 2.4 per cent excluding the United 
Kingdom. 
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deterioration in the current balance of payments will fall 
mainly on the financial situation of enterprises, with an 
obvious negative impact on their investment plans. Polli- 
cies adopted in 1974 are often and rightly criticized be- 
cause of their sheer cyclical nature; because of the ab- 
sence, in other words, of structural policies especially in 
the field of energy saving. There is a risk at present of 
going to the other extreme, of focusing policy attention 
on a set of medium-term structural targets, which could 
well become unrealistic if not accompanied by an appro- 
priate short-term policy. The reconciliation of short- 
and medium-term policy targets—and the assessment of 
their interplay—promised to remain a central problem 
in 1980. 


In the latest edition of the Economic Bulletin for Europe 
it was estimated that foreign accounts were not likely to 
impose a severe constraint to growth in 1980 for most 
industrial west European countries (the situation is quite 
different for the south European countries). This assess- 
ment still seems valid. The current balance of payments 
of industrial western Europe deteriorated in 1979 under 
the combined effect of worsening terms of trade and a 
bigger volume increase for commodity imports than for 
exports. The size of the deterioration in the trade balance 
was only to a minor extent offset by the invisible items. 
The service surplus in western Europe’s favour continued 
to increase but there appears to have been an increase also 
in the west European deficit for government unilateral 
transfers. The over-all swing between the two years was 
about $27 billion, equivalent to 1.1 per cent of GDP, the 
1978 surplus being 0.8 per cent and the 1979 deficit 0.3 per 
cent of GDP. If government unilateral transfers are left 
out of account (their amount for 1979 is not yet known 
for all countries), the region would still show a surplus 
in 1979. The deterioration was less disturbing in terms of 
individual countries than might be inferred from the 
aggregate for western Europe. First, there was a reduction 
in inter-country imbalances. As already noted in the 
Economic Bulletin for Europe (vol. 31, No. 1), a consider- 
able contribution in this direction was provided by the 
Federal Republic of Germany whose traditional surplus 
turned into a deficit in 1979, when only Switzerland and 
Italy had a large surplus. By the same token, however, 
less room for manoeuvre is left for 1980. Second, the 
1979 deterioration was smaller for some countries in 


terms of national currency than in dollars because of 
changes in exchange rates; but in 1980 a movement of 
exchange rates in the same direction as in 1979 appears 


unlikely. 


Western Europe’s current balance of payments ® 
(Billion current US dollars) 


1978 1979 
Allicountries) «ci. ооо еее 18.2 —9.2 
Surplus countries Dee vet Е 26.2 LG 
Deficit countries ее —8.0 —20.8 


= Unilateral government transfers are included. Figures for 1979 are partly 
estimated. 

> For 1978: Finland, France, Federal Republic of Germany, Italy, Swit- 
zerland, United Kingdom. For 1979: France, Italy, Switzerland. 


There was a sharp acceleration of consumer prices in 
1979: for western Europe (13 countries), the average rate 
rose from 6.2 per cent in the last quarter of 1978 to 9.2 per 
cent in the last quarter of 1979. There was a similar rate 
of acceleration in the United States, from 9.0 to 12.7 per 
cent between the same two quarters. Higher oil and other 
commodity prices played an important, though by no 
means in all countries an overwhelming, role in this new 
acceleration. The prospects for 1980 are not good. The 
slowdown in productivity growth (itself a function of low 
output growth) will check the recent improvement in unit 
labour costs, while the increases in oil and other com- 
modity prices towards the end of 1979 will ensure still 
higher rates of consumer price increases in the first half 
of the year. A slowing of the year-on-year rate of inflation 
might then be expected as the effects of the various 
“shocks” to consumer prices in 1979 die down; but much 
will depend on the reaction of wages to the higher infla- 
tion rates and on whether there are further increases in 
oil prices. Even with favourable developments for the 
last two factors, the average rate of consumer price 
inflation in western Europe in 1980 is unlikely to be much 
below 10 per cent for the year as a whole, compared with 
7.7 per cent in 1979. 


1. OUTPUT, DEMAND AND EMPLOYMENT 


(i) Output 


; In 1979, GDP grew by about 3$ per cent for the 13 
industrialized west European countries combined, more 
or less in line with the aggregate of national projections 
prepared late in 1978 or at the beginning of 1979. However 
in the United Kingdom GDP rose by about 14 per cent 
compared with a forecast of more than 3 per cent. For the 
remaining 12 countries the GDP rise was 4 per cent. 
Domestic demand, including re-stocking, provided the 
major support to growth. The cyclical positions of western 
Europe and North America were different in 1979. Not- 
withstanding fast rising exports in volume terms and the 
greater than expected resilience of the economy in the 
face of deflationary policies, GNP in the United States 
rose by 2.3 per cent compared with 4.4 in 1978 and still 
higher rates in 1976 and 1977. In Canada, output growth 
(GDP) decelerated from 4 per cent in 1978 to 2.8 per cent 
in 1979. 


In contrast with 1978 and the recession years 1974 to 
1977, industrial production rose faster than GDP in 1979 
in western Europe. Its growth rate is estimated at about 
5.5 per cent compared with 2 per cent in 1978 and about 
1 per cent in the 1974-1977 period (table 1.1). In the latter 
years, services on the output side and private consump- 
tion on the demand side had been the main supports of 
total output: the sharp increase in exports of manufac- 
tured products to the oil exporting countries did not offset 
the negative impact of stagnating or declining investment 
in equipment.? 


* The development of manufactured exports to the oil-exporting 
countries in the period 1973 to 1978 is examined in a special note 
in this chapter (see below section 5). 


The relatively long period of very low rates of industrial 
expansion has affected the branch pattern of growth. 
Thus, the food industry continued to reveal the cyclical 
characteristics of the 1960s, i.e., on average, lower growth 
rates than total manufacturing, with a better performance 
in years of low or negative manufacturing growth, as was 
the case in 1967, 1971, 1975 and 1978. This reflects the 
more limited exposure of this branch to fluctuations in 
demand and to foreign competition. In 1979 its growth 
rate will likely be somewhat lower than total manufac- 
turing growth.® The textiles industry followed a different 
time pattern. The already modest growth rates of the 
1960s and early 1970s turned into an absolute decline after 
1973 and there was no rise in the growth elasticity with 
respect to total manufacturing, notwithstanding the rela- 
tively better performance of private consumption than of 
investment. One reason for this is undoubtedly the rapid 
rise in textile imports from outside the region. In the 
second half of 1978 a sharp recovery began for textile 
products which continued in the first half of 1979. The 
size of this output recovery might have been influenced by 
protectionist measures but it mainly reflects typical cyclical 
behaviour. Textiles belong to that group of industries 
which display larger cyclical swings than total manufac- 
turing and which anticipate by some months cyclical 
upturns and downturns. 


3 The pattern of industrial growth in the 1960s for 10 west 
European countries was examined in some detail in Economic 
Commission for Europe, Structure and change in European 
industry, United Nations, New York, 1977. 


TABLE 1.1 
Industrial production by major branches in OECD west European countries combined 
(Percentage changes over corresponding period of previous years) & 


1978 1979 
1970- — 1974- 
1973 1977ь 1977 1978 1979 01 02 03 04 01 02 Q3 04 
Food, beveragesandtobacco.... 3.9 1.8 1.0 4.8 27 2.8 4.8 3.8 4.7 37 4.6 3.7 5.4 
Textiles, clothing and leather .. 1.7 —1.1 —2.8 —2.9 5.0 —9.2 —5.7 —2.9 2.0 4.0 6.1 4.0 3.9 
Chemical Sie Е ее 7.8 1.7 2.7 2.6 6.71 —1.7 Ц 3.5 7.0 6.0 Teil 1S 5:7 
BASIC INCCAISh ое де 3.4 —1.8 —1.9 2.8 0.9 1.9 1.9 6.9 2.8 5.5 5.6 
Metal products, machinery and 
варите: 5:2 1.9 4.8 0.9 1.8 —0.9 0.9 0.9 2251) 1.8 6.4 1.8 4.4 
Total manufacturing’ ...... 5.1 0.7 2.8 0.9 5.4 —0.9 0.9 1.8 3.6 3.6 4.5 4.5 5.3 
Mining and quarrying? ........ 0.3 д.4 11.2 10.95 13.6 5.9 10.0 geek “Ae 16.0% L536 7-3 
Blectricity/and раз зоне 8.3 4.2 2.8 6.3 5.9 6.4 3.6 5.4 6.3 10.3 6.0 Sell 2:5 
Total industrial production® 5.2 1.0 3.1 1.7 5.6 —0.1 1.4 2257) 4.1 4.4 4.9 si) Syl 


———— Te 


Source: OECD, Indicators of industrial activity; and Industrial Production, 
Historical series, Revised series 1960-1975 (Supplement No. 1), Paris. 

® Quarterly data are seasonally adjusted. 

b Average of annual growth rates. 

¢ Including branches not shown separately. 


4 The development in this sector since 1975 has been largely influenced by 
the extraction of oil and natural gas in Norway and the United Kingdom. 


е Calculated as weighted average of percentage changes shown for manu- 
facturing, mining and quarrying, and electricity and gas (1970 GDP country 
weights and exchange rates for 1970-1973; 1975 GDP country weights and 
exchange rates for 1974-1979). 
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Basic metals continued to expand in 1979, as in 1978, 
at a somewhat faster rate than total manufacturing, but 
while the relatively good performance of 1978 was mainly 
due to exports, especially to the United States, that of 1979 
was mainly due to domestic demand and especially to 
stockbuilding. The long-term growth elasticity of this 
branch is considerably lower than unity and there is no 
reason to expect a change in the coming years: during the 
recession years 1974 to 1977 there was an actual decline 
in output. The chemical industry continued to expand 
during the recession periods at a rate well above total 
manufacturing, though yearly variations were particularly 
large: for instance, a decline of about 11 per cent in 1975 
was followed by an increase of about 14 per cent in 1976. 
After a lull in 1977, the chemical industry again started 
to increase faster than total manufacturing during 1978 
and this relative advance widened in 1979 when there was 
a general tendency to accelerate purchases of petro- 
chemical products because of the expected rise in prices. 


Metal-using industries are so differentiated and consti- 
tute such a large section of total manufacturing that an 
over-all index is not very significant. Nevertheless, the 
apparently disappointing developments in 1979 confirm 
previous cyclical experience, namely, the time-lag with 
which this branch follows over-all industrial production. 
This, in turn, reflects the lag with which enterprise invest- 
ment follows changes in the other components of demand. 
For example, metal-using industries rose faster than total 
industry in 1977 and not in 1976; the latter was a year 
of recovery from the 1975 trough, while in 1977 industrial 
production rose only moderately. 


In 1979, total manufacturing output for the west Euro- 


pean countries combined was about 30 per cent higher 
than in 1970 and 10 per cent higher than the pre-recession 
peak in 1974, implying a growth rate of 2.8 per cent per 
year for the full period 1970 to 1979 and less than 2 per 
cent for the 1974-1979 period (from 1970 to 1973, the 
growth rate was higher than 5 per cent). In 1979 textile 
output had barely reached its pre-recession peak and 
basic metals were still well below it. Clearly, metal-using 
industry became somewhat less metal-intensive after 1974, 
owing to a shift in the composition of demand (weak 
demand for construction activity and falling demand for 
ships). Chemicals remained by far the most dynamic 
branch: 


West European countries combined: manufacturing output 
(Index numbers, 1970 = 100) 


1974 ® 1975 1979 
Total manufacturing .............% 117 109 128 
of which: 
Food Paes ic seer ео ОЗ О 114 114 129 
Textiles Свои 108 99 105 
Chemicalsi2..0 по ies 129 115 146 
Васе о. ее 117 98 111 
Metal-using © fo. а. У 111 125 


Sources: Аз for table 1.1; national sources and secretariat estimates for 1979. 
® 1973 for textiles (the peak year for this branch). 

> Food, beverages and tobacco. 

© Textiles, clothing, footwear and leather. 

4 Chemicals, plastic and rubber. 


® Metal products, electrical and non-electrical machinery, transport 
equipment. 


TABLE 1.2 


GDP and industrial production 
(Annual percentage change) 


GDP Industrial production » 
1970- 1974- 1970- 1974- 

Country 1973 1977 1978 1979 1980 ® 1973 1977 1978 1979 
АП несе чин 6.0 3.2 1.5 5.2 215 6.9 213 21 6.0 
Васи ое 5.4 2.3 25 3.0 2.4 4.6 0.7 2.0 4.0 
реак sce ccc 3.9 1.9 1.0 3.0 0.1 те ео ma ote 
Finland Went ose ce coe 6.1 1.1 1.4 6.6 4.5 8.2 0.7 4.0 8.0 
Erancenec.etesdc Пе 5.6 27 3.3 3.1¢ 2.6 6.04 1.44 2.44 3.9e 
Germany, Federal Republic of 4.4 1.6 3.5 4.4 25 4.7 1.0 1.7 ay 
Ireland hs)... бр Час 4.0 2.9 6.1 2.8 3.4 5.4 3.3 9.2 deo 
Пе ор Оо 4.2 7.7) 2.6 4.9 1.5 Sel! 2:2 1.9 6.5 
Мешейав $ 0. te 5.0 751] 2.4 3.0 2.5: 6.7 1.7 0.8 3.1* 
Norway Е. ар 4.0 4.9 3.0 В 4.2 5.3 В 10.5 7.8 
Бе 2:5 1.0 27 4.1 3.6 4.4 —0.7 —0.8 6.6 
Switzerland a) eee eee 4.2 —1.2 0.2 0.6 1.5 4.5 —1.2 — 2.0 
United Kingdom ........... 37 0.4 3.3 1.4 —1.7 2.7 — 3.1 3.7 
Canada Re cette ce peta 5.8 3.1 3.4 2.9 6.1 1.6 5.8 4.2 
Winited Statesmen eee 3.5 2.0 4.4 2.3 —0.6 4.1 1.9 5:7 4.2 


Sources: For GDP: appendix table; for industrial production: national statistics. 


® Forecasts. 


» Data for Austria, the Netherlands, Norway, Sweden, the United Kingdom, Canada and the United States are adjusted for irregularity 


in the number of working days. 


© More recent estimates indicate a GDP growth of 3.5 per cent in 1979. 


4 Based on annual index of production. 
¢ Based on monthly index of production. 


1 A forecast prepared in January foresees virtually no growth for 1980. 


Output, demand and employment 5 
Ее ма 


The acceleration in GDP growth between 1978 and 
1979 in industrial western Europe ac a whole was shared 
by most countries, but there was a deceleration for Ireland 
and the United Kingdom. In 1979, total output rose most 
in Finland (about 6} per cent) and least in Switzerland 
(less than 1 per cent), with most countries clustering 
around 3 to 4 per cent. For 1980, only Finland, Norway 
and Sweden expect a growth rate higher than 3 per cent, 
the official projections for most other countries remaining 
between 1$ to 24 per cent. A decline is officially forecast 
for the United Kingdom (table 1.2). Though stocks of 
finished products declined in most countries during the 
year, the “industrial content” of GDP was higher in 1979 
than in 1978 when the prevailing tendency was for indus- 
trial production to rise less than, or at the same rate as, 
GDP. In 1979, industrial production grew faster than 
GDP in all countries of the area with the possible excep- 
tion of Switzerland. One reason for this relative develop- 
ment probably lies in the revival of investment in machin- 
ery and equipment or, at least, in a rather less depressed 
situation for this demand component. In Canada and the 
United States, the 1979 slowing down was much milder 
for industrial production than for total output, partly 
because of a better export performance in manufactured 
products. 


The development of manufacturing production by 
major branches in 12 west European countries is shown 
in table 1.3. In 1979, output in basic metal industries rose 
faster than total manufacturing production in all coun- 
tries except France and Italy, where there were prolonged 
work stoppages especially in the first part of the year. The 
considerably higher growth rate for chemicals than for 
total manufacturing in western Europe as a whole, also 
applies to every individual country with the possible 
exception of Sweden. Inter-country differences are greater 
for the large branch of metal products and non-electrical 
machinery. The highest growth rates in 1979 were in 
Austria, Sweden and Norway, but in the two latter coun- 
tries there had been a decline in 1978. Output in the 
electrical engineering branch rose by more than 10 per 
cent in Sweden and around 5 to 6 per cent in Austria, 
Belgium, Finland, the Netherlands and the United 
Kingdom. There was very little growth in the Federal 
Republic of Germany on account of a weak demand 
for domestic electrical appliances and rising imports. 


Production of transport equipment rose relatively fast 
in some of the car-producing or car-assembling countries, 
such as Belgium, France, the Federal Republic of Ger- 
many and Sweden; it declined in Italy, because of work 
stoppages in the first half of the year, and more so in the 
United Kingdom owing to fast rising imports and flat 
exports. In Austria, the production of commercial vehicles 
continued to decline in 1979 from the peak which was 
reached in 1976 and 1977 in the wake of the investment 
cycle. Poor results in Finland, the Netherlands and 
Norway essentially reflect the depressed activity levels in 
shipbuilding. Textile production rose very fast in 1979 
in only two countries, namely Belgium and Italy, essen- 
tially because of booming exports to other west European 
countries. However, some improvement with respect to 
1978 was fairly general, Ireland and the United Kingdom 
being the only two exceptions. 


(ii) Cyclical positions 


In 1978, destocking and a weak domestic demand 


especially for fixed investment kept imports down in a 
number of countries. There was a decline in Austria, 
Finland, Norway and Sweden; in Denmark, France and 
Italy, imports grew but less than exports. By contrast, 
imports rose faster than exports in Ireland because of a 
booming domestic demand and in the United Kingdom 
where sterling appreciated and household consumption 
increased at the exceptional rate of 5.3 per cent. Imports 
also rose faster than exports in the strong currency coun- 
tries, namely, the Federal Republic of Germany, the 
Netherlands and Switzerland. These import and export 
movements contributed significantly to a more balanced 
situation in the foreign accounts of the various west 
European countries and, together with improved terms 
of trade, weakened the foreign constraint on output 
growth. 


In 1979, restocking and some expansion of domestic 
demand for private consumption and/or for investment 
led to a vigorous import growth. Exports rose faster than 
imports only in Austria, Denmark, the Netherlands and 
Norway, and the difference was sizeable only for the latter 
two countries.® Final domestic demand (defined as dom- 
estic demand excluding changes in stockbuilding) grew 
faster in 1979 than in 1978 in 9 of the 13 industrialized 
west European countries. It grew virtually at the same 
rate in France and less than in 1978 in the Netherlands, 
Ireland and the United Kingdom. In the latter two 
countries the deceleration in domestic demand growth 
was associated with output deceleration, while in the 
Netherlands it reflected a shift of resources towards 
exports. 


In Austria, Belgium, Finland, Italy, Norway and 
Sweden, there was an acceleration in the growth rate in 
1979 both for household consumption and fixed invest- 
ment. Austria, Finland, Norway and Sweden lagged 
behind the prevailing west European cycle and 1978 was 
characterized by a fall in domestic demand, both for 
fixed investment and households’ consumption. The 
support to the (admittedly low) output growth came from 
exports which rose between 8 to 9 per cent in the three 
Scandinavian countries and by nearly 6 per cent in 
Austria.® Imports fell in all the four countries. 


The cyclical recovery in 1979 was particularly vigorous 
in Austria and Finland and in both countries exports 
played a major role. Austria and Finland are the two 
countries where GDP grew most in 1979 and are also the 
two countries with the highest growth rates for exports 
(about 10.5 per cent in Austria and 8 to 9 per cent, for 


4 Unless otherwise indicated, the terms “imports” and “exports” 
denote in this section imports and exports of goods and services 
at constant prices. The basic figures are shown in the appendix 
table. 

5 However, the growth of intra-west European trade in manu- 
factured products accelerated in 1979 and it is perhaps worth 
remembering that a simple comparison between export and import 
growth rates fails to bring to light the expansionary impulses 
stemming from a higher growth rate for both exports and for 
imports. This is so because, in the short run at least, there is not 
perfect substitutability between output for exports and for dom- 
estic demand, even for manufactured products. Furthermore, 
owing to the high degree of economic integration of western 
Europe, each country’s exports call for imports of intermediate 
products, component parts and capital goods. This second factor 
probably played an important role in fostering commodity exports 
from the Federal Republic of Germany in 1979. 


в Finland is the only country of this group where private 
consumption rose (by 1.2 per cent only) in 1978. 
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the second consecutive year, in Finland). In both coun- 
tries a relatively liberal fiscal policy permitted the im- 
pulses originating in the foreign sector to work through 
to domestic demand and the sharp increase in labour 
productivity—in turn associated with output growth— 
contributed to the dampening of inflation. A key factor 
in both countries, but especially in Austria, was the 
moderation of claims for nominal wage increases, and 
wage settlements were made easier by the increase in 
output, labour productivity and real wages. In short, the 
“virtuous cycle” of low inflation and high growth worked 
well in these two countries in 1979. Both countries re- 
valued their currencies (by a small margin) to alleviate, 


if not prevent, imported inflation. The expansion of 
domestic demand spilled over into imports which in 
Finland rose considerably faster than exports. Output 
prospects for 1980 are distinctly less favourable than the 
actual results in 1979 mainly because of weaker export 
demand and higher inflation. In Austria fiscal policy 
should become more restrictive because of the medium- 
term target of reducing the deficit of the general Govern- 
ment, and GDP is expected to grow by no more than 
2.5 per cent. Public expenditure is planned to increase by 
only 3 per cent in nominal terms, that is half of the ex- 
pected nominal increase in GDP. Prospects for 1980 
appear more favourable for Finland where a GDP growth 


TABLE 1.3 


Manufacturing industry: output of selected industrial branches 


(Percentage change over corresponding period of previous year) 


Tron and steel 


Tectal basic Chemical 
Country manufacturing® industries В industry 

Austria 

NOTS 2 eos А Pee А! 55 

оО 6.3 8.8 ТЕ 
Belgium 

1D] Sat с 2.4 12.6 3.3 

197,9' Ol =3iee aaa эй 13.9 10.1 
Finland 

о ео. 2.4 15.6 6.9 

ТОО 1-3 8.7 9.3 13.3 
Егапсе 

О 2.4 4.0 4.3 

1979 01-3 ...... 4.2 —0.2 8.7 
Germany, Fed. Rep. of 

O97 Sn ое. 1.8 4.7 5.1 

1979 Q1-3 ...... 5.4 6.9 5.8 
Treland& 

LOTS MR ciao 8.8 26.8 

1979 Ol-20e ee 7.4 17.1 
Italy 

NOLS о а 1.7 —4.2 9.5 

IONE sotode 5.6 0.4 5.4 
Netherlands 

VOT Sere sete es 1.7 ES) 4.0 

197901311... 2.8 5.6 Usd 
Norway 

О os week —2.0 1.2 —1.9 

1979 ОЕ. 2.6 21.6 18.0 
Sweden 

LOT ео —0.7 1.0 6.9 

1979 01-3 ...... 7.6 11.0 6.2 
Switzerland 

OT Sette ОА 1.4 Не 8.5 

ОЕ Sas 6 o 0.9 3.0 
United Kingdom 

ete. ets eres 0.9 —1.4 ee 

1979 Q1-3 ...... 0.3 5.3 3.1 


Sources: Derived from national statistics. 


Note: Data are not adjusted for seasonal variation, but index numbers for Austria, 
lands, Norway, Sweden and the United Kingdom have been adjusted for changes in th 
to compile the figures above varies between countries. Major deviations are given below. 


Food, 
Mechanical Electrical Transport be rasa 
engineering © engineering equipment Textiles and tobacco% 
РИ 5.8 8.3 —4.0 1.6 
10.1 4.1 —2.6 1.8 4.0 
0.3 4.9 8.7 —4.4 0.8 
1.6 5.4 11.3 9.7 5.6 
—3.3 —3.9 —6.3 —6.1 4.0 
6.2 5.2 ИТ 6.7 3.4 
2.3 2.4 0.2 —2.8 4.2 
— 1.2 3.8 0.6 0.8 
0.2 1.1 1.5 —1.1 3.4 
4.0 0 551 3.7 
4.4 16.0 7.4 
6.1 3.6 6.0 
—3.0 1.9 5.4 —4.8 S37 
— —1.6 —0.9 14.1 6.7 
—2.6 4.0 —4.0 —6.2 4.1 
—2.9 6.5 —1.1 4.2 
—2.1 2.0 —4.3 —11.6 —0.9 
9.4 —6.1 —7.9 0.2 1.8 
—3.0 —2.4 —4.3 —3.1 —1.4 
132 12.4 6.0 4.1 2.6 
5 ps. 2 
2.0 PAB) 1.2 
—0.5 5.3 —3.1 —1.6 2.0 
—1.3 5.4 —5.1 —1.6 0.1 


Ireland, the Federal Republic of Germany, the Nether- 
е number of working days. The coverage of series used 


® France: industrial production. Belgium: including electricity and water. 


> The Netherlands: basic metal industry. 1979: first half only, 
< France: 1979: first half only. Data are based on the 


° 1979: first two quarters only, 


I 2 7 $ D quarterly index unadjusted for ch: i i : 
and engineering (including vehicles). The Netherlands: metal products and weachinery: 1979: first | о bet Of vorking days. Ireland : metal 


and apparatus (including precision instruments except watch manufacturing and jewellery), 
¢ France: Industries agricoles et alimentaires; 1979: first two quarters only. Data are not ad 


two quarters only. Switzerland: machinery 
transport equipment and musical instruments, 


justed for changes in the number of working days. 
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of 4.5 per cent is expected. This relatively high rate mainly 
reflects a statistical “carry-over” from 1979, but it is partly 
due to the lagged development of enterprise investment 
which is projected to increase by nearly 10 per cent in 1980 
compared with 4.7 per cent in 1979. Cyclical swings in 
Sweden were broadly similar to those in Austria and 
Finland. There had been a vigorous export expansion 
in 1978 following the 1977 devaluation and a squeeze on 
domestic demand. Policies became more expansionary 
during 1978 and remained so until mid-1979. General 
Government financial deficit in 1979 rose to 3.7 per cent 
of GDP compared with 1.2 per cent in 1978. Public 
consumption and public investment combined rose by 
about 5 per cent. Enterprise investment was encouraged 
by increased profit margins and higher liquidity; and, as 
in many other countries, household consumption rose 
more than real disposable income as the savings ratio fell. 
However, the foreign account developed less favourably 
than either in Austria or Finland, and by mid-1979 credit 
policy was tightened for both commercial and consumer 
credit. Fiscal policy will be mildly restrictive in 1980 so as 
to reduce the growth of domestic consumption and im- 
ports, but GDP is still expected to increase by about 3.5 
per cent mainly because of the lagged development of 
enterprise investment. 


Economic developments in Norway in 1979 were still 
affected by the restrictive economic policy which was 
initiated late in 1977 and was continued in the first months 
of 1978. Output had continued to increase at an average 
rate of more than 5 per cent in the 1974-1977 period. The 
imbalances, in terms of inflation and the foreign account, 
led to the adoption of a comprehensive package of restric- 
tive measures. In 1979 the process of gradual adjustment 
continued. Fixed capital formation continued to decline 
but at a much reduced rate than in the previous year; 
private consumption rose by an estimated 0.5 per cent 
following a decline of 3.8 per cent in 1978 and there was 
some re-stocking. GDP excluding oil and shipping activi- 
ties rose by an estimated 2 per cent compared with 0.7 per 
cent in 1978. Exports continued to provide a major stimu- 


lus to output as they rose by 6 per cent, while imports 
increased by only 1 per cent. The prices and incomes 
freeze permitted a sharp slowing down of the inflation 
rate and, with the slowing down of output, there was an 
improvement in foreign accounts. For 1980, GDP is 
expected to increase by 2.3 per cent excluding oil and 
shipping activities and by 4.2 per cent including them. 
A sharp upturn is expected for investment in manufac- 
turing. 

In Belgium, the output revival started in the second 
quarter of 1978. It was mainly the consequence of a lively 
export demand coming from neighbouring countries and 
this spread over into domestic demand in 1979. However, 
the upswing was of moderate dimensions and did not 
prevent a further increase in unemployment. For 1980, 
GDP should expand by 2.5 per cent; government policy, 
mainly operating in a medium-term perspective is com- 
mitted to reducing the growth of public expenditure, to 
improving the competitiveness of Belgian exports (which 
has declined in recent years), and to solving a number of 
industrial structural problems which are particularly 
acute in steel and textiles. In Italy, the 1979 upswing was 
somewhat stronger. Fiscal policy took a more expan- 
sionary slant in 1978 when the deficit of the general 
Government (current and capital accounts combined) 
amounted to 11 per cent of GDP compared with 8.5 per 
cent in 1977. Booming exports contributed significantly 
to output growth but households’ consumption was held 
back by a higher savings ratio. In 1979, the public sector 
continued to play an expansionary role and households’ 
consumption rose more than in 1978 mainly because of 
a fall in the savings ratio. Export volume for commodities 
continued to increase at a fast rate, and a more favourable 
liquidity position for enterprises as well as a higher degree 
of capacity utilization led to a recovery of investment in 
machinery and equipment. Output and household con- 
sumption were unexpectedly vigorous in the closing 
months of the year (largely because of anticipatory 
buying) and for the year as a whole GDP growth was 
around 5 per cent compared with an estimate prepared 


TABLE 1.4 


Domestic demand, including and excluding stockbuilding 
(Annual percentage change, in volume) 


i рр 


Including stockbuilding 


Country 1977 1978 1979 


Аа See BASS В 9.3 52 —1.9 5.0 
Вертов eee es 5.6 1.6 2.6 3.0 
Denmark лс бью 11.5 —0.5 0.3 3.0 
inland. sieceiers See —3.4 —3.0 —1.8 8.6 
Brances,. обама 6.6 1.5 3.0 a2 
Germany, 

Reds Rep: ot... 5.0 2.6 3.9 5.5 
Ireland 4.. te. se ss 4.9 5.9 8.1 8.4 
а Se ee 6.1 0.6 1.7 5.8 
Netherlands ....... 4.9 58) 3.9 1.4 
Norway ac а. 7.6 3:5 —7.1 1.4 
Sweden эти 29) —3.7 —1.7 5.4 
Switzerland ........ —0.3 2.2 Bal IDS) 
United Kingdom ... 2.3 —0.5 3.8 4.2 


Excluding stockbuilding 


1980 ® 1976 1977 1978 1979 1980 ® 


2.3 4.5 Sal —210 4.7 Dri 
2:5 4.7 Ной 2.9 xe во 
1.2 9.1 —0.5 0.4 2.4 —0.6 

5.0 —1.2 =. = 4.5 4.8 
pd) 4.9 1.6 3:2 2.8 2.6 
2.4 3.4 Page) 4.1 4.2 3.2 
—2.6 2.8 4.8 9.2 tee) —1.8 
1.6 3.1 19 2.4 4.6 2.1 
2.0 3.6 5.9 3.3 2.0 1.2 
25 7.6 5.5 555) —1.9 29 
3.9 Sal —0.4 —0.6 3.7 2:5 
2:2 le 2.4 2.6 2.8 2.2 
—2.4 0.5 sil 3.8 2.0 Obit 


ne nn до 


Sources: As for appendix table. ® Projections. 
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in September of 4.3 per cent. Policy orientation for 1980 
is still uncertain. The Government authorities had planned 
an expansionary policy so as to raise the GDP growth rate 
to about 2.5 per cent which otherwise was estimated to 
increase by only 1.5 per cent; but the implementation 
of this policy is uncertain. However, the upswing in the 
last quarter of 1979 would lead to an output increase of 
about 2.5 per cent between 1979 and 1980 (annual aver- 
age) even on the assumption of a flat output during 1980. 


In France, the Federal Republic of Germany and 
Switzerland, there was an acceleration in 1979 for fixed 
investment but not for household consumption. In France, 
the official estimates released at the end of September put 
the growth rate of GDP at 3.1 per cent, very much of the 
same order as that in 1978.7 Total final domestic demand 
also rose virtually at the same rate in both years and 
household consumption continued to be more dynamic 
than fixed investment. Nevertheless, the difference between 
the growth rates of the two demand components narrowed 
in 1979. Fixed investment continued to grow less than 
private consumption and less than GDP, but there was 
some improvement with respect to 1978 both for public 
and enterprise investment as the financial situation of 
enterprises improved. Investment in dwellings continued 
to decline, if only slightly. On the other hand, the devel- 
opment of households’ real income was hampered by an 
increase in social security contributions, and the growth 
of private consumption by 3.3 per cent was made possible 
by a reduction in the savings ratio. A number of measures 
were introduced by the Government in the second half 
of the year in favour of low-income families and of resi- 
dential construction. Fiscal and monetary policies re- 
mained on the whole restrictive and the financial deficit of 
the general Government remained at about 2 per cent of 
GDP, very much as in 1978, the over-riding government 
aim being to reduce inflation. Prospects for 1980 are 
clouded by an unfavourable international environment 
but some further acceleration is expected for fixed 
investment. 


In 1978 in France, the Federal Republic of Germany 
and the United Kingdom, domestic demand had increased 
faster than in the remaining west European countries 
taken together; and in the Federal Republic and the 
United Kingdom imports had outstripped export growth, 
thus providing a larger outlet for other west European 
countries’ exports and contributing to the re-adjustment 
of the foreign accounts of the region which progressed 
further in 1979. In 1979 domestic demand rose by 5.5 per 
cent in the Federal Republic of Germany compared with 
3.9 per cent in 1978 but imports grew considerably faster 
reflecting the effect of the DM appreciation. The expan- 
sion of final domestic demand in 1979 was largely due to 
the reflationary fiscal measures adopted in 1978 and which 
came into effect on 1 January 1979. 


Net borrowing of the general Government has been 
estimated at 2.9 per cent of GDP, compared with 2.8 per 
cent in 1978 and 2.6 per cent in 1977. However, there was 
no corresponding increase in the real disposable income 
of households, notwithstanding an unusually large in- 
crease in employment, as rising costs were passed on to 
final prices; household consumption in fact rose less than 


7? More recent estimates indicate a GDP growth of 3.5 per 
cent in 1979. The revision particularly affects fixed investment, 
exports and imports, which grew considerably faster than the 
rates estimated in September 1979. 


in 1978 owing to a higher propensity to save. The most 
dynamic components of domestic demand in 1979 were 
enterprise investments in stocks and in fixed assets, parti- 
cularly in machinery and transport equipment which rose 
by more than 10 per cent (compared with a rise about 
8 per cent in 1978). Official forecasts for 1980, prepared 
in January, put GDP growth for the year at 2.5 to 3 per 
cent, while forecasts prepared by private research insti- 
tutes show a growth rate around 2 per cent essentially 
because of a less optimistic assessment on economic con- 
ditions abroad. The priority of economic policy is the 
reduction of inflationary pressures, by means of restrictive 
fiscal and monetary policies. No additional fiscal support 
to economic activity is planned as the Government 1$ 
trying to implement its programme of fiscal consolidation; 
fiscal revenues are planned to rise only slightly faster than 
expenditure (6.5 per cent against 6 per cent). However, on 
а cash basis, public expenditure could increase somewhat 
faster than on an appropriations basis as funds earmarked 
for fiscal stimuli were not spent in 1979 in view of the 
strength of market forces. In Switzerland investment in 
machinery and equipment continued to increase at 7 to 
8 per cent per year, as in 1978, and furthermore there 
was a sizeable acceleration in construction investment, 
mainly in residential dwellings. Households’ consumption 
rose by only 1.5 per cent (compared with 2.2 per cent in 
1978) and no measures were taken to boost demand 
largely because there is virtually full employment in the 
country. 


In Denmark the acceleration of output growth (3 per 
cent compared with 1 per cent in 1978) was mainly due 
to public consumption (which rose by 6 per cent), house- 
hold consumption and exports, which benefited from 
expanding demand in the Federal Republic of Germany 
and Sweden (the largest markets for Danish industrial 
exports). The very large increase in public consumption 
essentially reflects a similarly large increase in public 
employment which was carried through mainly to reduce 
unemployment. Domestic demand rose only moderately 
because of stringent policies, which in turn were intended 
to cope with rapid inflation and a large widening in the 
balance-of-payments deficit. Household consumption 
rose by 2 per cent following a decline of 1 per cent in 1978, 
while public and private investment remained flat. High 
interest rates, raised to encourage foreign borrowing, 
have helped to depress investment in dwellings, which 
declined 4 per cent, while there was some expansion of 
investment in equipment. In December an economic 
strategy was elaborated by the Government covering the 
period to 1983 and aiming at drastic changes in policy 
orientation. Among other things, real wages would fall 
by 5 per cent as a consequence of a change in the country’s 
present system for wage—cost-of-living adjustment. How- 
ever, in the face of union opposition, this programme 
is now being revised and in 1980 wages are likely to rise 
by much more than the government had originally hoped. 
This in turn has raised expectations of a new fiscal squeeze. 
GDP should show no increase at all in 1980 and domestic 
demand should fall both for investment and private con- 
sumption. 

In contrast to most other west European countries 
there was a vigorous investment boom in the Netherlands 


8 In assessing cyclical developments in Denmark, it should be 
borne in mind that in this country unemployment and foreign 
imbalance problems are traditionally more acute than in many 
other industrialized west European countries. 


Output, demand and employment 9 
ee epee [9 


in 1977, the expansion exceeding 10 per cent; the growth 
of household consumption was also larger than in most 
other west European countries. Preoccupations about 
inflation and declining competitiveness led the Govern- 
ment to adopt more restrictive policies in order to induce 
a shift of resources towards exports. Changes in the 
relative strength of the demand components became 
apparent during 1978 and continued in 1979 when foreign 
demand provided the main support to output growth, 
with exports rising by 7 per cent and imports by 4.5 per 
cent. Household consumption rose by only 2.5 per cent 
compared with 3.7 per cent in 1978, partly because of 
the measures introduced in May to curtail consumer 
credit. The forecasts for 1980, prepared in January, 
foresee hardly any increase in GDP. In order to alleviate 
the negative effect of the worsening balance of payments 
on enterprises, the Government deficit is planned to 
increase somewhat from the 4.7 per cent of GDP in 
1979, but Government authorities are committed not to 
exceed the ceiling of 5.5. per cent of GDP in 1980. 


As noted already, Ireland and the United Kingdom 
are the only two countries in western Europe where GDP 
growth slowed down considerably between 1978 and 1979. 
Still, in Ireland, final domestic demand grew in 1979 by 
more than 7 per cent—with fixed capital formation in- 
creasing by 14 per cent—roughly the same rate as in 1978. 
However, the growth rate of private consumption nearly 
halved. A greater proportion of the increase in final 
demand in 1979 was met from imports, which rose by 
almost 15 per cent (partly as a consequence of buoyant 
fixed investment), so that GDP growth was lower than in 
the two previous years. At the same time, exports of goods 
and services increased by under 5 per cent, reflecting a 
decline in agricultural exports, due in part to the depletion 
of stocks in 1978. This, together with the deterioration 
in the terms of trade, resulted in a large rise in the external 
deficit: the deficit on the current account in 1979 is esti- 
mated to have been equivalent to about 11 per cent of 
GNP. Monetary policy was therefore tightened during 
the year, with a very strong rise in interest rates. An 
attempt was made in the February 1980 budget to bring 
fiscal policy into line with the monetary objectives: large 
increases were announced in indirect taxes, especially 
on petrol and alcoholic beverages, and in excise duties. 
This marks a decisive break with the expansionary policies 
of 1977 and 1978. 


The United Kingdom’s economic development in 1979 
was characterized by a continuation of the boom in 
household consumption, fast rising imports, sluggish 
exports, and a decline in fixed domestic capital formation. 
Household consumption rose by nearly 4 per cent com- 
pared with 3.3 per cent in western Europe as a whole. 
The decline in total fixed investment was due to investment 
in dwellings and to public investment, which more than 
offset a small increase in private enterprise investment. 
Industrial disputes explain only a small part of the unsatis- 
factory output growth in the year as a whole, though the 
wage—wage spiral has been contributing significantly to 
the acceleration in inflation. Since the second half of 
1976, the most important policy instrument in the United 
Kingdom has been the monetary target, and the predomi- 
nance given to monetary policy has become even more 
pronounced in 1979, when the present government took 
office. In the June 1979 budget, it was stated that the 
government was committed to progressive reductions in 
the rate of growth of money supply. Fiscal policy is to 


be used as a policy instrument mainly in a medium-term 
perspective. The Government reduced income taxes, very 
considerably at the higher income levels, and increased 
value-added tax as part of its policy of shifting the tax 
burden from direct to indirect taxes. The cut in income 
tax was seen as a means of strengthening incentives rather 
than an attempt to implement a tax-oriented incomes 
policy. A development of great potential significance was 
the removal of all remaining exchange-control restrictions 
in October 1979. Nevertheless, the upward pressure on 
the sterling exchange rate continued, in spite of the rela- 
tively high inflation rate and rapidly growing current 
account deficit. The official forecasts for 1980, made in 
November 1979, envisage a 2 per cent decline in output, 
but precise policy orientations—including the planned 
level of the public sector borrowing requirement—will 
only be known at the next budget presentation. 


(iii) Demand patterns 


The prevailing demand pattern may be summarized 
as follows: 


(a) 1979 was characterized by re-stocking. Total dom- 
estic demand including changes in stockbuilding rose 
faster than final domestic demand in 11 out of 13 coun- 
tries. Stockbuilding was particularly heavy in Finland, 
Norway, Sweden and the United Kingdom where it 
accounted for one-third or more of the increase in the 
total domestic expenditure. Though it is difficult to 
assess accurately changes in stockbuilding as well as their 
time profile, it would appear from such fragmentary 
information as is available that restocking had already 
started in most countries during the second half of 1978 
and proceeded throughout most of 1979, when the in- 
crease in total stocks was associated with a decline in the 
stocks of finished manufactured products. The causal 
link seems to go from the latter to the former. As demand 
strengthened, stocks of finished products declined and, at 
the same time or after a short time-lag, enterprises started 
to replenish their stocks of raw and semi-processed ma- 
terials. In 1979 stockbuilding decelerated only in Switzer- 
land where there had been heavy stockbuilding in 1978. 
In 1980, the effect of stockbuilding on total domestic 
demand has been forecast as neutral or slightly negative 
by most countries. It is expected to exert a positive 
influence only in Finland and Sweden. This probably 
reflects simply the high rate at which stockbuilding pro- 
ceeded during 1979 rather than a continuation of this 
tendency during 1980. 


(b) In 1974, that is after the first round of oil price 
increases, industrial western Europe’s current balance 
of payments plunged into a deficit of $13.5 billion, equiv- 
alent to 1 per cent of that year’s GDP. There was a gradual 
improvement in the following years and, as mentioned 
in the introduction to this chapter, in 1978 the region had 
a surplus of $18 billion, or 0.8 per cent of GDP. After 
oil price increases in 1979, western Europe’s current 
balance went again into deficit; this deficit, however, is 
estimated at no more than 0.3 per cent of GDP (table 1.5). 
The current balance of payments worsened in 11 out of 
13 countries, the exceptions being the Netherlands and 
Norway. As noted above, there was a remarkable shift of 
resources from domestic demand to exports in the Nether- 
lands in 1979. In Norway, the improvement reflected 
developments in North Sea oil extraction. The highest 
deficits in terms of GDP were in Ireland and Denmark 
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TABLE 1.5 


Current balance of payments, 1978 and 1979 


a es 


1978 1979 
Including Government Excluding Government Including Government 
transfers transfers transfers 

i ili illion US Per cent 

Country 2p erik 5 us GDP pier steed A =: ‘GDP* ети: of СОР» 

ИЗ ИЕ ВЕТ НЕВЕ ЗВЕНЕ Е РЕНН 
Аа он ое —1 425 —2.5 —1 413 —2.4 —1 940 —2.8 
Belgium-Luxembourg ...............- —570 —0.6 —130 —0.1 —2 430 —2.1 
Denmark (3 Biase Ss VE Mot aad ia —1 476 —2.6 —1 992 —3.6 —2 660 —4.1 
Finland een  .. 615 1.8 636 1.9 —280 —0.7 
France sits о ere es Ее 3 795 0.8 5 248 ial 2 350 0.4 
Germany, Federal Republic of ........ 8 980 1.4 13 380 21 —4 365 —0.6 
Treland sero. cee Porgoccew kale Melee sks: В —291 —2.4 —933 —7.7 —1 640 —10.8 
Ttaly memes cure serene ee cis oa evens mceetere 6 395 2.5 9 231 3 5 415 te, 
Netherlands.<02.. ох —1 164 —0.9 —654 —0.5 0 0 
Norway see ae oe: Sa ees —2077 —5.2 —1 740 —4.4 —985 —2.1 
мебели sintrt oreo —950 —1.1 49 0.1 —1 165 —1.1 
Switzerland? joe tect ео. 4 403 52 4 739 5.6 3 800 4.1 
бо 5 осо ооо бобов See 1988 0.6 5252 ed —5 305 —1.2 
VET ATY TL? к а 18 223 0.8 31 673 1.4 —9 205 —0.3 
Canada коек ее Че —4 634 —2.2 —4 429 —2.1 —4 700 —2.1 
Не а ево —13 520 —0.6 —8 860 —0.4 —2 500 —0.1 
JADA ое ев 17 590 1.8 18 000 1.8 —6 000 —0.6 


Sources: IMF, International Financial Statistics, February 1980; National statistics and secretariat estimates. 


® Or GNP. 


Only in France, Italy and Switzerland was there a surplus, 
that of Switzerland continuing to be quite large in terms 
of GDP. 


Western Europe’s current account deterioration in 1979 
originated entirely in the commodity field and was due 
partly to falling terms of trade and partly to higher 
volume imports, in turn associated with restocking. On 
the service side, there was—as far as can be inferred from 
a comparison between trade and current account data— 
a strengthening of the already large surplus in western 
Europe’s favour. The present relative smallness of western 
Europe’s current deficit is partly due to a different distri- 
bution of the over-all current surplus of the oil-exporting 
countries. In 1974, North America and Japan taken 
together had a deficit equal to 0.2 per cent of their com- 
bined GDP, but of 0.4 per cent in 1979. A more disturbing 
feature is the deficit of the developing oil-importing 
countries which in 1979 took up more than 70 per cent 
of the total current surplus of the oil-exporting countries 
(excluding government unilateral transfers). For 1980, the 
expected deterioration for the current balance of payments 
is large for the developed market economies as well as 
for the non-oil-exporting developing countries.® 


(c) Another cyclical feature of 1979 was some revival of 
fixed investment; this occurred in nine out of the 13 coun- 
tries, the exceptions being Denmark, the Netherlands, 
Norway and the United Kingdom. In these four countries, 
as briefly indicated in the foregoing country reviews, 
stringent policies adversely affected this demand com- 


® For a recent estimate for 1980 and 1981, see UNCTAD, 
World Economic Outlook, 1980-1981, United Nations, Geneva, 
March 1980. 


ponent, which is much more volatile than household 
consumption. Fixed investment remained virtually at the 
1978 level in Denmark and the Netherlands, and fell in 
the United Kingdom and Norway, in the latter for the 
second consecutive year. For those countries where 
investment rose, the increase ranged from some 16 per 
cent in Ireland to about 3 per cent in Belgium. Apart 
from Ireland (which enjoyed an exceptional boom in 
1977 and 1978), a vigorous investment expansion seems 
to be under way only in the Federal Republic of Germany. 
In this country the decline in 1974-1977 had been no 
more than 14 per cent per year and there had already 
been an increase of 6.3 per cent in 1978. One reason for 
this expansion might be that the revaluation of the 
Deutsche Mark has compelled industries to speed up the 
restructuring process, but an additional factor might be 
found in the poor investment performance of 1970-1973 
(see below). Fixed investment also rose fast in 1979 in 
Sweden and Switzerland (between 6.5 and 7.5 per cent) 
but in both countries the 1979 revival was not enough 
to compensate for the decline in previous years. In 
Austria, Belgium, Finland, France and Italy, total 
domestic fixed capital formation rose in 1979 at a lower 
rate than total GDP, and in Finland, the 1979 increase 
is considerably smaller than the 1978 decline. On the 
whole, the long awaited revival of fixed investment in 
1979 was very modest indeed, with the exception of 
Ireland and the Federal Republic of Germany. 


There were different developments in the major invest- 
ment categories, public investment being generally the 
weakest component and investment in equipment the most 
dynamic one. Though country information is incomplete, 
it would appear that public investment rose sizeably in 
1979 only in the Federal Republic of Germany and Sweden 
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as a result of deliberate expansionary policies (table 1.6). 
Elsewhere, there was either a decline or an increase of 
only very small proportions. The weakness of public 
investment in 1979, as in 1977 and 1978, reflects cautious 
fiscal policies and a relative shift of Government resources 
towards current and capital transfers, including unem- 
ployment benefits and financial help to enterprises. Resi- 
dential construction is a second investment category which 
displayed very little dynamism in 1979 (again, with a few 
exceptions). For a number of structural and policy reasons 
frequently mentioned in past Surveys and in contrast to 
previous business cycles, investment in dwellings acted 
pro-cyclically during the 1974-1977 recession and there 
are no indications of a general upswing in the immediate 
future. The most dynamic investment component in 1979 
was enterprise investment especially in machinery and 
equipment. There was already a tendency for this to grow 
somewhat faster than the total of other investment cate- 
gories in the 1960s and early 1970s; and the difference 
widened in the recession when rationalization investment 
became relatively more important than investment aimed 
at increasing capacity. However, yearly variations of 
investment in equipment are particularly large and the 
1979 expansion is in many cases just the mirror image of 
the 1978 decline (particularly in Austria and Finland). 


Taking a longer-term view, the weakness of investment 
demand appears as a distinct feature of the 1970s. In the 
1950s, total fixed capital formation had increased at an 
extremely fast rate in western Europe, by some 8 per cent 
per year, or double the rate for private consumption. The 
growth rate slowed down to about 5.5 per cent a year in 
the 1960s, while private consumption continued to in- 
crease at virtually the same rate as in the 1950s. In the 
early 1970s—and already before the outbreak of the 
recession—the weakness of investment demand was fur- 
ther accentuated. Table 1.7 retraces the development of 
fixed investment and output in manufacturing from 1970 
to 1979 (or 1978) for a number of west European coun- 
tries. In 1979, fixed investment in manufacturing was 
lower than in 1970 in Belgium, Finland, the Federal 
Republic of Germany, Italy, the Netherlands, Sweden and 
the United Kingdom, the difference being about 25 per 
cent in Belgium, 15 per cent in Finland, Italy and Sweden 
and less than 10 per cent in the Federal Republic of Ger- 
many, the Netherlands and the United Kingdom. In 
contrast, it was 15 per cent higher in Austria and 5 to 10 
per cent in France and Norway (as in the United States). 
In some countries and particularly in the Federal Republic 
of Germany, the Netherlands and the United Kingdom, 
the 1970-1973 period had already been characterized by 
an actual investment decline which was followed by some 
revival in the second half of the decade. The Scandinavian 
countries generally followed a different time-pattern in 
keeping with their own over-all cyclical positions. Invest- 
ments were still expanding in the first half of the decade, 
but declined in the second. In all countries of the region 
manufacturing output was higher at the end than at the 
beginning of the decade (by 35 per cent or more in Austria, 
Belgium, Denmark, Finland, France, Ireland and Italy; 
by 10 to 30 per cent in the Federal Republic of Germany 
and the Netherlands; and about 15 per cent or less in the 
other countries). The difference between the development 
of output and investment is striking. 

As aconsequence of this divergent behaviour for manu- 


facturing investment and output in the 1970s, the invest- 
ment ratio declined everywhere from the high level 


TABLE 1.6 


Public and private enterprise investment 
(Annual percentage change, in volume) 


SS 


Private 
enterprise investment » 
Public 
Country and year investment ® Total Manufacturing 
Denmark 
о пор р 
1978 eee eas Mee Mee ae 1.1 
оо ict ee Races 3 0.9 
СУ Зо ОЕ —2.0 
Finland 
В ice Sat ее —0.1 —9.3 —16.8 
ры, о Ce terrae 2:2 —15.6 —18.7 
SILAS KON pea, GeO Ne 5 it dems — 7.0 17.0 
1980 Carninci ees cas 0.5 9.5 10.0 
France © 4 
LAF оао anaes en —0.6 —1.2 —8.3 
И о о basieveserotons —0.7 1.5 —1.3 
О ое 1.8 2.8 
О И ОЕ Ни 2257) 32 
Germany, Fed. Rep. of 
а —3.3 ee, 6.7 
По в. ЧА 6.4 7.0 
О De See м: - 5.9 9.6 9.0 
ее evan 2 6.0 6.0 
Ttaly с, 4 
И ок —8.3 0.9 —0.8 
TOTS ee eee eat: —3.6 —0.9 —3.8 
се: 2.9 6.1 10.5 
Netherlands ® 
1977 а —12.9 18.2 14.9 
978. ое —3.6 See 2.4 
О pace О —1.0 — 
ТОО. 3.5 — 
Norway ! 
о ees 31.2 —10.1 18.1 
le WAM soa В ae —6.7 —24.9 — 14.6 
ее... —5.9 —16.2 —21.3 
TOS GEE el Sires seicets —2.0 3.6 20.0 
Sweden 
LOTT Pee Acc ВЕНЕ. —0.1 —5.0 —18.5 
О о А beret phe aes —0.4 —19.5 — 19.7 
LOTS: Meee ete 18 4.0 9.3 1.9 
О О О 2.8 5.5 11.7 
United Kingdom » 
О, acne) Beoeseciet ouch ices —16.1 9.7 14.5 
LOTS Dae ets oe meee te —8.0 8.3 11.4 
LOT OS cde ete Soe Ae os —3.9 1.9 —0.6 
а TARE —3.1 —3.0 — 6.5 


Sources: Аз for appendix table; for the United Kingdom: National Institute 
Economic Review, November 1979. 


а Public administration and public enterprises, unless otherwise stated. 
b Mainly private enterprises, excluding dwellings. 
¢ “Enterprise investment in manufacturing” refers to “industry”. 


4 “Public investment” refers to “public administration” only. Public enter- 
prises are included with private enterprises. 

e “Enterprise investment in manufacturing” refers to “industry and construc- 
tion”. 

f “Enterprise investment” includes ships and oil exploration (the percentage 
changes excluding ships and oil exploration are: 1977, —7.9; 1978, 0.2; 1979, 
—6.2; 1980, 4.7). 

« “Enterprise investment in manufacturing” includes mining. 

в «Рис investment’’ includes iron and steel. 
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reached at the end of the 19605.10 Present investment 
Tatios—at factor cost and 1970 prices—range from ап 
estimated 22 per cent in Norway to 18 per cent in France, 
to about 14-16 per cent in Finland, Italy, the Netherlands, 
Sweden, Canada and the United States, and to about 
12 per cent in Belgium, the Federal Republic of Germany 
and the United Kingdom. For most countries, they are 
similar to those prevailing towards the end of the 1950s. 
On the assumption that past marginal capital-output 
ratios still hold (and there is no reason why this should 
not be so), the present investment ratios in western Europe 
would perhaps allow for an output increase of about 5 per 
cent or slightly less. True, it is likely that a larger share 
of gross fixed investment is needed at present than in the 
past for replacement purposes, but labour productivity 
growth can still benefit in most countries from margins 
of unused capacity. If the necessity of a lasting recovery 
in fixed investment is implied in what has been said here, 
it would also appear that the decline in manufacturing 
investment which took place in the 1970s, however serious, 
has not yet imposed an intractable restraint on what may 
be judged a satisfactory growth rate of manufacturing 
output. In developed market economies the manufacturing 
sector is moving towards skilled labour and high research- 
intensive production lines rather than towards high 
capital-intensive branches, and a proper allocation of 
investment—so аз to take account of changing compara- 
tive advantages—is more important than the total itself. 
In the coming years the major investment effort seems to 
be required in the energy Ве]4.11 


(d) In 1979, household consumption rose by 3.3 per cent 
in western Europe as a whole—compared with 3.1 per 
cent in 1978—the individual growth rates ranging from 
5 per cent in Austria to 0.5 per cent in Norway. In com- 
parison with 1978, there was an acceleration (or a shift 
from decline to increase) in seven out of 13 countries 
(that is, Austria, Belgium, Denmark, Finland, Italy, 
Norway and Sweden) and a deceleration of minor propor- 
tions in the remaining six. 


lt is unfortunately not possible to show for each country 
the role played by primary income, Government net 
transfers and changes in savings in affecting private con- 
sumption (the information collected for some countries 
is shown in table 1.8). However, the general impression 
is that in 1979 the change in primary real income was 
the major factor affecting changes in private consumption, 
although this was supported by a decline in the savings 
ratio in a number of countries. The prevailing tendency 
in western Europe was for the savings ratio to decline 
between 1978 and 1979 (annual averages): probably the 
tendency was slightly upward during 1978 and downward 
during 1979. As far as can be judged from fragmentary 
information, the savings ratio appears to have declined 
sharply in most countries in the last quarter of 1979 when 
inflationary expectations worsened. This behaviour fits 
closely with previous household reactions to price changes, 
the propensity to save normally increasing when prospects 
for inflation improve (as was the case in 1978) and declin- 
ing when prospects for inflation worsen (as in 1979). In 


10 For long-term series of investment ratios and capital stock 
in manufacturing for a number of west European countries, see, 
respectively, Economic Commission for Europe, Economic Survey 
of Europe in 1976, part 1, appendix table 2 (p. 76) and Economic 
Bulletin for Europe, vol. 30, No. 2, 1979, table 3.7 (p. 44). 


11 See also section 4 of this chapter. 


TABLE 1.8 


Household income and savings 


A = Primary income: annual percentage increase 

B = Disposable income: annual percentage increase 

C = Real disposable income: annual percentage increase 
D = Savings as percentage of disposable income 


Country 1976 1977 1978 
Finland 
АИ. ORS AR ee 7.9 Гл И 
Biren tees. о ия 10.2 10.5 13.0 
Се ое —1.3 2.7 5.1 
Dane: оо ош 5.9 7.4 8.0 
France 
He SA ot PER, IE yal ee 13.5 14.2 13.2 
Ва 13.1 13.8 12.4 
О tie oie SRE avn ee a ele eed ech ceee 3.8 4.6 1.9 
Dr See ie nee NC on ae ee 17.3 9.2 Nips l 
Germany, Fed. Rep. of 
OS: ROR ah a tae eens 6.1 5.8 7.2% 
Вы fe hoe eee ators 5.8 6.1 7.6 
И Roe a о О 1.9 3.4 3.3 
О ре НЫЕ 12.6 12.7 13:0 
Netherlands 
Ae eR оо Пк 8.0 7.9 7.1 ® 
обо а 9.0 8.3 
CORRE р и —1.6 3.8 
а А АВ 12.8 12.9 
Sweden 
КИС 12.2 10.0 9.5 
о о 13.4 9.1 9.2 
а 2.8 —1.6 —1.1 
ее. 10.2 9.8 9.2 
United Kingdom 
т ate Е еж 11.0 13.4 15.7 
BVA AN ote els bale hate sete nian 13.2 15.9 18.1 
С RE or adits —1.6 7.0 5.4 
Di Re See rae ete eas oe 13.9 15.2 16.2 


Sources: As for appendix table; for the United Kingdom: National Institute 
Economic Review, November 1979. 


в Compensation of employees. 


1979 the household savings ratio appears to have increased 
in only a few countries (for example, in Finland, the 
United Kingdom and, probably, Austria) where real 
disposable income rose fast. Changes in real disposable 
income are another factor affecting households’ savings 
propensity, as swings in private consumption are typically 
less large than changes in real disposable income. This 
“income effect” can overshadow the “inflation effect” and 
this might have been the case for the United Kingdom in 
1979, when real disposable income rose by about 5.5 per 
cent following a 7 per cent rise in 1978. 

During the recession (1974 to 1977), private consump- 
tion invariably rose faster, or declined less, than did fixed 
investment; and the situation did not change very much 
in 1978 and 1979 when private consumption behaved 
better than fixed investment in 9 out of 13 countries. 
Policy intentions to bring about a shift of resources from 
consumption to investment have so far achieved only a 
very limited success.!* 


12 For the underlying figures for the period 1970 to 1979, see 
appendix table. 
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ENERGY CONSUMPTION 


Information on energy consumption in western Europe 
in 1979 is still fragmentary, bur the data so far available 
suggest a sizeable increase, of about the same order as 
the increase in industrial production and therefore more 
than the rise in GDP. As shown above, the recovery of 
output of 1979 was greater for industry than for the non- 
industrial sectors taken together, while it had increased 
less—or declined faster—than GDP in the recession years 
1974 to 1977 and, in some countries, also in 1978. Since 
industry is a relatively energy-intensive sector, this pattern 
of output growth goes a long way to explain the large 
increase of energy consumption in 1979.13 Consumption 
of oil appears to have increased less than of other primary 
energy sources taken together, but only a few countries— 
France and Switzerland among them—report an actual 
decline. A second reason for the high energy consumption 
in 1979 is the slowdown in energy conservation efforts 
which has become apparent in recent years, which in turn, 
largely reflects a decline of oil prices relative to manu- 
factured products.!4 The latest increases in the price of 
oil and the increasing recognition of the insufficiency of 
past efforts, has led virtually all of the industrial countries 
to take new measures and to fix new and more restrictive 
targets for oil imports. 


The information available so far on energy consump- 
tion in western Europe in 1979 is summarized below. In 
Austria, total energy supply rose by nearly 7 per cent, the 
increase being largest for coal, for which apparent con- 
sumption rose by about 14 per cent. Coal output declined, 
but imports rose by more than 21 per cent. In France, the 
increase of total energy consumption between 1978 and 
1979 is not yet known, but oil consumption declined by 
0.5 per cent. Imports of coal reached a record 29.7 million 
tons and further increases in imports are planned. Produc- 
tion of electric energy by nuclear plants rose by 30 per 
cent. In the Federal Republic of Germany, preliminary 
estimates indicate that primary energy consumption rose 
by nearly 6 per cent, and was thus larger than the growth 
of GDP and of the same order as the increase in industrial 
production. Among the primary energy sources, nuclear 
energy consumption increased by 18 per cent and natural 
gas by 10.4 per cent; the lowest increase was for oil (+3.3 
per cent). In /taly, information on total energy consump- 
tion in 1979 is not yet available. Consumption of oil 
products is estimated to have increased by 3.7 per cent, 
the largest increase being in the transport sector. As in 
other countries, there was a fall in oil consumption for 
heating purposes as a consequence of the measures intro- 
duced by the Government at the end of 1978. For the 
Netherlands, forecasts prepared in April 1979 had put the 
primary energy consumption at 67.5 million tons of oil 
equivalent, implying an increase of about 4 per cent in 
comparison with 1978, which—as for many other coun- 
tries—is a higher growth rate than that for total GDP but 
lower than that for industrial production. A decline of 
nearly 4 per cent was estimated for natural gas and a 


13 For a cross-country comparison of energy intensity in the 
various industries of the ECE region’s countries, see Economic 
Commission for Europe, Energy and metal intensiveness in the 
ECE region, United Nations, Geneva, August 1978 (EC.AD. 
(XV)/AC.1/R.6). 


11 See OECD, Energy policies and programmes of IEA countries; 
1978 review, Paris, 1979. On recent changes in the real price of 
petrol see below section 2 (ii). 


particularly sharp increase (about 14 per cent) for liquid 
fuels. In the United Kingdom, domestic energy consump- 
tion, on a primary fuel input basis, rose by about 5.5 per 
cent in the first three quarters of 1979 compared with the 
corresponding period of 1978. Consumption rose fast 
(by 8 to 9 per cent) for coal and natural gas, but less than 
2 per cent for oil. Energy consumption rose only moder- 
ately for transport, with an increase of 3.3 per cent, but 
increased by 7 per cent in the iron and steel industries, by 
nearly 5 per cent in other industries, and by more than 
6 per cent in the domestic sector. Oil consumption in 
western Europe as a whole is reported to have increased 
by about 3 per cent between the first ten months of 1978 
and the corresponding period of 1979. 

The development of primary energy requirements 
between 1970 and 1978 in individual west European 
countries, Canada and the United States, is shown in 
chart 1.1, which also indicates energy requirements for 
oil and oil products alone, as well as GDP growth.” 
Total energy requirements for domestic use in terms of 
primary inputs were higher in 1978 than in 1970 in all the 
west European countries as well as in Canada and the 
United States. However, the margin by which the 1970 
level was exceeded in 1978 varies greatly among countries, 
ranging from 4 per cent or less in Denmark, Sweden and 
the United Kingdom to more than 20 per cent in Austria, 
France and the Netherlands, most countries clustering 
around an average increase of 15 per cent. The increase 
was much greater in the south European countries— 
ranging from 50 to 70 per cent in Greece, Portugal and 
Spain, and to about 150 per cent in Turkey—while it 
was similar to the west European average (about 15 per 
cent) in the United States. The time profile for the decade 
was very similar in the various countries: the pre-recession 
period (1970-1973) was characterized by a rapid growth 
of energy requirements, which dropped equally rapidly 
between 1973 (1974 in a few countries) and 1975. Sub- 
sequently, there was a gradual resumption of growth. 
By 1978, the previous (1973 or 1974) peak had been 
surpassed—by about 3 to 6 per cent—in Austria, Ireland, 
Italy, the Netherlands and Switzerland (as well as in 
Canada and the United States), while it had not been 
reached in Denmark and the United Kingdom. Elsewhere, 
energy requirements were very much the same in both 
years. 


Requirements for oil and oil products followed the 
same time-trend as total energy requirements, but with 
a different intensity. In the 1970-1973 period, there was 
a faster increase for oil and oil products than for total 
energy materials in nine out of 13 west European coun- 
tries. Thus, in Austria, consumption of oil and oil pro- 
ducts rose by 52 per cent, while total energy consumption 
(in terms of primary energy inputs) rose by 15 per cent; 
in France, the two percentages are respectively 42 and 
22 per cent. Oil and oil products consumption also rose 
faster than total energy requirements in the United States. 
The exceptions to this pattern are Denmark, the Nether- 
lands, Norway, Sweden and Canada, largely because of a 
rapid increase in natural gas consumption. An increasing 
share of oil in total energy requirements also occurred 
in Greece, Portugal and Spain. 


15 Primary energy requirements are net of producer stocks and 
net exports. 
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Energy requirements and GDP growth 
(Index numbers, 1969-1970 = 100) 
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CHART 1.1 (continued) 
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СнАвтТ 1.1 (concluded) 
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The fall in total primary energy requirements between 
1973 and 1975 was sharper for oil and oil products than 
for the other energy sources taken together. The only 
exception to this general rule is the United States, where 
there was no reversal of the shift towards oil. After 1975, 
the dynamism of oil and oil products, relative to all other 
energy sources varied among countries. Consumption 
of oil and oil products rose relatively faster in Austria, 
the Federal Republic of Germany, Ireland, the Nether- 
lands, Norway and Switzerland; elsewhere it rose less. 
The main explanation of these inter-country differences 
lies in different factor endowments. In countries such as 
the Federal Republic of Germany and Austria, where 
coal is still an important but declining energy source, 
there was a faster increase for oil than for other energy 
sources; elsewhere the discovery and exploitation of 
natural gas, mainly in the North Sea, led to a relative 
decline in the share of oil. For the decade as a whole, the 
prevailing tendency has been for the consumption of oil 
and oil products to rise less than total energy consump- 
tion, the exceptions being Austria, Finland and France. 


CANADA 
КАНАДА 


ЕЕ es Vd 


1971 1972 1973 1974 1975 1976 1977 1978 


Total energy requirements 


Oil and oil products 


GDP 


Sources: Up to 1977, OECD, International Energy Agency, Energy Balances 
of OECD countries, 1960-1977 and subsequent issues. For 1978, national replies 
to the ECE questionnaire on selected energy issues, 1979-1980, 


Note: Energy requirements are expressed in oil equivalent. Annual changes in 
primary energy stocks are excluded. GDP growth is measured at constant prices. 


Although the elasticity of primary energy requirements, 
with respect to GDP growth—for total energy consump- 
tion as well as for oil and oil products alone—varied 
considerably among countries, it remained below unity 
for most countries in the 1970s. However, it has varied 
considerably over the decade: it was generally higher than 
unity in the first period, 1970-1973, much lower than unity 
or negative between 1973 and 1975, and then approached 
unity again or exceeded it in the period 1975 to 1978. 


Final energy consumption is shown in table 1.9 for 
the 13 west European countries, Canada and the United 
States for the period 1970-1978 and for four sectors separ- 
ately, namely, industry, transport, commercial/households 
and “non-energy uses”.!® The dynamism of the four sectors 
differed considerably for the full decade and in the three 
sub-periods. For the full period, transport is the sector 


16 This is apparent consumption which excludes producers’ 
stocks but not the stocks held outside of the energy sector itself, 
which are unknown. The commercial/households sector is the 
same as “Other sectors” in table 1.9. 
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TABLE 1.9 


Total apparent consumption of energy, 1970 to 1978 
(Oil equivalent: index numbers, 1969-1970 = 100) 


1975 


Austria 
LOtal] Во о оо 126 122 
of which: 
Тау есь 135 116 
LTANS POL еее 129 122 
Other'sectors В г. 118 134 
Моп-епегруля еее 99 104 
Finland 
Е Bic. ccc setae. c cura ооо сс 121 108 
of which: 
INGUStEY еее 128 105 
EE RANISD OL ee is ortohereho ven stevenstsuete Ran ncusasucnaks 125 136 
Othersectors 29%... cee cae te ee IMTS) 103 
INONEeNer ey. USES#tra so > 98 94 
Ireland 
То petits и. nator. «Beef... 107 105 
of which: 
оо о о mensrermas 97 105 
Тгапзроге еее ное chore wales 122 125 
Other sectors’® ао. 119 108 
Моп-епегоу uses... ее ее 47 35 
Norway 
о о Е с с ee 111 111 
of which: 
И Зе до ce eee ome a helene 116 115 
RranspoOrtig £5 ее ово, ры 103 117 
Othersectors 2 о ее 114 104 
INON=CHergy USES cic eee iene 90 90 
United Kingdom 
NO tall ere cone deve «ete ооо 107 97 
of which: 
UNGUS(DY Сс ость жека ЗС 105 97 
TRANSPO еее еее мона 118 112 
(ОВК Мое нье о четв 102 99 
Моп-Епегру ие еее. 115 42 


Sources: As for chart 1.1 8 Including households. > 1977. 


where energy consumption has risen most; the only excep- 
tions to this are Italy, the Netherlands and Switzerland, 
where consumption grew fastest in the commercial/ 
household sector. The transport sector was the most 
energy-thirsty also in Canada, the United States and 
Japan. Energy consumption growth was least in the 
industrial sector for the full decade under review; and, at 
the end of the 1970s, energy consumption in industry was 
either lower than or virtually at the same level as at the 
beginning of the period in Austria, Denmark, the Federal 
Republic of Germany, Switzerland, the United Kingdom 
and the United States. It was 15 per cent higher only in 
Ireland, Italy, the Netherlands, Canada and Japan. 
Between 1969 and 1973, final energy consumption gener- 
ally rose faster in industry than in the other three sectors, 
but rose least in the other two sub-periods. In southern 
Europe, by contrast, energy consumption in the industrial 
sector was relatively more dynamic throughout the decade, 


1978 


1973 1975 1978 1973 1975 


Belgium Denmark 
124 119 106 115 106 94 107 
97 129 104 107 115 89 101 
149 122 122 130 115 114 114 
140 116 114 115 101 90 109 
142 60 40 147 86 62 86 
Егапсе Germany, Fed. Rep. of 
125 131 118 133 iS 107 119 
112 115 103 107 126 110 94 
138 133 135 167 124 124 143 
132 155 135 150 121 110 126 
160 124 88 124 65 53 154 
Пай Netherlands 
116 117 114 134 140 136 150 
133 127 119 136 179 160 124 
146 120 118 141 125 125 140 
12 135 137 144 138 140 149 
— в 23 88 44 59 266 
Sweden Switzerland 
119 111 108 109 126 113 122 
116 118 115 106 117 102 101 
106 108 113 126 124 114 123 
156 110 104 114 132 120 136 
— 65 69 56 113 93 103 
Сапааа United States 
102 119 120 140 109 101 109> 
91 115 110 146 105 90 98 
124 128 137 156 119 120 127Ъ 
103 115 115 119 109 103 111” 
107 130 121 179 88 64 74» 


its consumption rising by 50 per cent or more.!? The 
decline in real oil prices led to a sharp increase in the 
production of oil-based products in 1978, mainly plastic 
materials which, in table 1.9, are included in the “non- 
energy uses” sector. 


(iv) Employment and labour force 


EMPLOYMENT AND LABOUR PRODUCTIVITY 


For western Europe as a whole, and for most individual 
countries, the recession years 1974 to 1977 had led to a 
decline in total employment as well as to an accelerated 


17 The share of each sector in total final energy consumption in 
1975 is shown below in chapter 3, table 3.10. 
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TABLE 1.10 


Employment by major sectors, and unemployment 
A = Annual changes in thousand persons 
B = Annual percentage change 


ЕД нь вв 


Non-agricultural 
enterprise sector 


т. ь SS EEE General 
otal economy Agriculture Manufacturing Non-manufacturing government 
Country and year A B A B A B 9 ns oe та Unemployment level * 
Austria 
NO7O-19 73 se sees 31 1.0 —23 —5.3 4 0.4 36 2.6 14 3.8 1969-1973 1.4 
1974-19. 20 0.7 —13 —3.7 3 0.4 17 10 13 3.0 1973-1977 1.5 
December 1977 1.7 
OT Sa eee ete oh a 20 0.6 —12 —3.6 —9 —1.0 28 1.8 13 2.9 December 1978 1.8 
О. ily/ 0.5 a as —4 —0.5Ъ a ig 2 .. December 1979 1.5 
Belgium 
1970-19733 bots 16 0.4 —12 —6.8 —4 —0.3 20 1.1 12 2.3 1969-1973 2.5 
POTATO Ts = Seis, evs —9 —0.2 —5 —4.0 —37 —3.2 22 1:2 11 2.0 1973-1977 5.2 
December 1977 8.1 
ОР р tee oie ees — — —5 —4.1 —41 —3.9 19 1.0 27 4.5 December 1978 8.5 
ПР рае 7 0.2 st Sis We ie ae 58 at .. December 1979 9.0 
Denmark 
1970-1973. 26 fed —12 —4.7 — — Т/ 0.7 31 5.7 1969-1973 1.1 
HOES У ОИ af 0.3 —2 —1.0 —17 —3.0 3 0.3 78) 3.5 1973-1977 3.5 
December 1977 5.8 
О tose oes 45 1.9 —2 —1.0 —4 —0.8 14 1.5 37 5.1 December 1978 6.6 
TOTO ея аби 29 2 3 0.6 ee ts a .. December 1979 4.9 
Finland 4 
1970-1973 Se 26 2 —24 —6.1 20 4.1 17 1.8 13 4.4 1969-1973 2.4 
ТО Е.Е —14 —0.7 —17 —5.4 —2 —0.3 —13 —1.4 18 5.0 1973-1977 3.3 
December 1977 7.3 
HAST Seas er eel —27 —1.3 —16 —5.9 —16 —3.0 —12 —1.3 17 4.1 December 1978 7.5 
SD Dee ote Soke a, nits 47 22:21 —10 —3.9 21 4.0 21 2.3 15 3.5 December 1979 5.8 
France 
1970-1973. сы. 192 0.9 —135 —5.1 89 1.6 164 1.8 74 2.7 1969-1973 5 
197421977 or eres 34 0.2 —82 —3.7 —55 —1.0 111 1.2 60 2.0 1973-1977 3.4 
December 1977 4.9 
Пе рр os 32 0.2 —63 —3.2 —91 —1.6 138 1.4 48 1.5 December 1978 5.7 
аа 54 0.3 AD re —90 —1.6 site is es .. December 1979 6.4 
Germany, Fed. Rep. of 
1970-1973: т. 83 0.3 —110 —5.0 5) 0.1 77 0.7 111 4.3 1969-1973 0.8 
LOT4-1977 sort —423 —1.7 —75 —4.1 —262 —2.7 —142 —1.3 56 1.9 1973-1977 3.1 
December 1977 3.9 
OTS оо 168 0.7 —47 —2.8 —4 —0.1 153 1.4 66 2.2 December 1978 3.6 
и. 296 1.2 ae are 53 0.6 ae sit re .. December 1979 3.1 
Ireland 
1970-1979 .2..... —3 — 0.3 —10 —3.3 2 0.8 7 0.6 3 1.7 1969-1973 5.8 
1974-1977........ —6 —0.6 —6 —2.5 —2 —0.8 1 0.3 3 1.4 1973-1977 8.1 
December 1977 9.4 
ФО Slee oes 11 1.1 —6 —2.6 4 1.9 7 1.9 6 3.0 December 1978 8.5 
ТОЭ с; eS 14 1.4 —4 —17 a As An Ne oh .. December 1979 7.7 
Italy 
1970-1973€ ...... 157 0.2 —25 -—1.9 71 1.5 40 0.8 71 3.6 1969-1973 4.8 
1974-1977 и... 156 0.8 —73 —2.3 39 0.7 130 1.5 60 2.7 1973-1977 5.4 
December 1977 7.0 
ПОТЕ сч. ое 121 0.6 —31 —1.1 —43 —0.7 160 1.8 В5 1.5 December 1978 7.6 
ПСЖ, ЕВЕ: 218 it —78 —2.5 a ie sie о axe .. December 1979 7.5 
Netherlands 4 
1970-1973 еж 13 0.3 —8 —2.3 —18 -—1.5 14 0.6 25 3.8 1969-1973 1.6 
1974-1977. —4 —0.1 —5 —1.7 —29 —2.7 4 0.2 26 3.4 1973-1977 3.5 
December 1977 4.3 
TOTS fori ee et Ss 9 0.2 —5 -—1.8 —27 —2.6 24 1.0 17 2.1 December 1978 4.3 
TOTO era 10 0.2 —5 —1.8 —10 —1.0 Ae Bi Bre .. December 1979 4.3 
Norway 4 
1970-1973 ........ 11 0.7 —12 —6.3 4 0.9 7 1.1 12 5.1 1969-1973 0.9 
1974-1977 ас 21 1.4 —5 -3.1 1 0.3 14 1.9 11 3.9 1973-1977 1.7: 
Q4 1977 1.4 
ПО ее ива 18 1.1 —3 —2.1 —5 -—1.3 11 1.4 15 3.7 041978 2.0 
979 ньых. ae. teks 8 0.5 —2 —1.4 —5 -—1.3 5 0.6 10 3.2 04 1979 1.7 
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TABLE 1.10 (continued) 


Employment by major sectors, and unemployment 


A = Annual changes in thousand persons 
B = Annual percentage change 


Е Е И ee ees 


Non-agricultural 
enterprise sector 


General 
Total economy Agriculture Manufacturing Non-manufacturing government 
Country and year A B A B A B A B A B Unemployment level ® 


eee ees ST Se ee ee ee eee ee 


Sweden 
Понос 25 0.7 —16 —5.0 
ое oa 53 3 —7 —2.6 
О - 19 0.5 —2 —0.8 
О оо 65 1.6 —4 —1.6 
United Kingdom® 
о ов 34 0.2 —26 —3.3 
OFAN O TT sos tiers —15 —0.1 —14 —2.0 
NO Вина sets 59 0.2 —4 —0.6 
GSAS) ce re ere aa eros 146 0.6 —20 —3.1 
Canada 
ТОО 232 2.9 —16 —2.5 
ПО ть 222 255 —5 —0.9 
OTS ee. os ere 324 3.4 20 3.6 
OAC) i erase Roache 400 4.0 ро 3.8 
United States 
ОО 1627 2.0 —39 
Е BSR Se 1 534 1.8 —52 — 
о рае 3 827 4.2 98 3,0 
ее ое 2 688 2.8 —64 —1.9 


—118> 


—4 —0.4 —5 —0.3 50 6.6 1969-1973 DD) 
—3 —0.3 12 0.7 51 5.3 1973-1977 1.9 
December 1977 1.8 & 
—3.1 —10 0.6 62 5.6 December 1978 2.1 & 
9 —0.9 19 igi 59 5.1 December 1979 1.7 & 
—130 1.5 55 0.5 135. 3.2 1969-1973 2.9 в 
1155) 8 0.1 113 2.4 1973-1977 4.92 
December 1977 5.92 
=—0.6 78 0.7 29 0.6 December 1978 5.5% 
—12 December 1979 5.3 2 
27 №5 193 Bai 28: 6.1 1969-1973 5.6 
—10 —0.5 216 3.4 21i 3.8 1973-1977 6.6 
December 1977 8.5 
68 3.6 224 3.4 121 1.9 December 1978 8.1 
84 4.3 December 1979 7.1 
—3b — 1 285 2.9 384 3.0 1969-1973 5.0 
—0.5 1367 2.8 337 2.4 1973-1977 6.7 
December 1977 6.4 
794b 4.0 2537 4.8 398 2.6 December 1978 5.9 
4505 2.2 2 200 4.0 102 0.7 December 1979 5.9 


Sources: National statistics and ILO, Yearbook of Labour Statistics, Geneva, 
1979; OECD, Labour Force Statistics, 1966-1977, and Quarterly Supplement, 
November 1979, Paris, 1979; EUROSTAT, Employment and Unemployment, 
1972-1978, Luxembourg, 1979. 


Note: Figures for 1979 are partly estimated by the Secretariat. 


в Unemployment as percentage of total civilian labour force. Annual averages 
for 1970-1973 and 1974-1977. Data for December 1977, 1978 and 1979 are 
seasonally adjusted. 


> Refers to employees only. 


shift of manpower towards private services (table 1.10).18 
Up to 1973 employment was increasing in industry as 
well as in private services, though at a faster rate in the 
latter than in the former. Until then, the employment 
growth in manufacturing was lower than in private ser- 
vices except in Finland, Ireland and Italy; and an actual 
decline of manufacturing employment occurred—starting 
about the mid-1960s—only in the Netherlands, Sweden 
and the United Kingdom. After 1973, the employment 
decline in manufacturing became fairly general, the only 
exceptions being Austria and Norway where output 
continued to expand vigorously. The decline was par- 
ticularly large (24 per cent per year or more) in Belgium, 
Denmark, the Federal Republic of Germany and the 
Netherlands. By contrast, employment in private services 


18 Table 1.10 shows, inter alia, figures for the “non-farm enter- 
prise sector” which is split into two parts, that is, manufacturing 
and the rest. In the text the expression “private services” is used 
for short to denote the last sector, that is the non-farm enterprise 
se дог less manufacturing. 


< Employment refers to June of each year. 

4 Man-years. 

е Excludes self-employed. 

f Increase in coverage, not comparable to prior data. 
# Not seasonally adjusted. 


в Unemployed аз a percentage of the total number of employees. Excluding 
school-leavers. 


{ Public administration and defenc_ only. 


continued to increase and, though there was generally a 
deceleration in comparison with the pre-recession years, 
this was small so that the already existing differences 
between the development of employment in manufactur- 
ing and private services widened.!® The prevailing feature 
was for the employment decline in manufacturing to be 
greater than the employment increase in the rest of the 
non-farm enterprise sector. Employment in Government 
services continued to increase at a higher rate than in 
private services though here too there was a small 
deceleration in most countries, as there was also in the 
reduction of agricultural employment. 


The situation started to improve in 1978 when the 
employment decline in manufacturing decelerated and in 
some countries was offset, or more than offset, by the em- 
ployment increase in private services. A further improve- 
ment occurred in 1979 when total employment rose by 


13 Between 1974 and 1977, employment in “private services” 
declined only in Finland and the Federal Republic of Germany 
but the decline was much smaller than that in manufacturing 
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about 900 thousand persons in western Europe compared 
with about 450 thousand persons in 1978. In 1979, there 
was an acceleration of the increase in employment in 
services and the previous employment decline in manu- 
facturing was followed by an increase in most countries; 
where it continued to decline, it did so at a much lower 
rate. Employment in Government services continued to 
Increase everywhere and the growth was particularly 
sharp (5 per cent or more) in Denmark and Sweden where 
this sector is actively used to support the over-all employ- 
ment level. The outflow of agricultural manpower re- 
mained modest, that is, much lower than in the pre- 
recession years and very much as in the period 1974 to 
1978. Total employment rose in all the west European 
countries in 1979 at rates ranging from 0.2 per cent in 
Belgium and the Netherlands to more than 2 per cent in 
Finland. It also rose more than 1 per cent in Denmark, the 
Federal Republic of Germany, Ireland, Italy and Sweden. 
Employment also continued to increase rapidly in 1979— 
and faster than historical trends—in Canada and the 
United States. In Canada, there was, according to prelimi- 
nary estimates, an exceptional increase of 4 per cent or 
400,000 persons. Agriculture shared in the over-all 
employment increase. 


The favourable employment development in 1979 led 
to a decline in unemployment in most west European 
countries and in Canada. Between December 1978 and 
December 1979 unemployment rose only in Belgium and 
France and remained at the previous year’s level in the 
Netherlands, the United Kingdom and the United States. 


For 1980, the poor expectations for output are obviously 
reflected in the employment forecasts. However, because 
of the usual time-lag with which employment follows 
output changes, employment prospects are less bad than 
might be expected from the prospects for output. The 
brunt of the expected deceleration in output should fall 
on labour productivity. National forecasts for 1980 for 
GDP, employment (E) and output per person employed 
(P) are summarized below for eight countries. Some further 
increase in employment is forecast for five countries but 
only in Finland and Sweden is it larger than the expected 
increase in the potential labour force. 


Percentage changes, 1979 to 1980 


GDP E Р 
О О и tee DS 0.1 2.4 
Русе cg, ORR ne сх ни ЗОВУ МО 0.1 —1.0 1.1 
ТРЕЕ, дроби 4.5 ПН 
Germany, Federal Republic of .......... es OS 22.0 
О ор» Jie) 0421 
ОА ее ое, виз ь 4.2 — 4.2 
Е о осле св 3.6 И ЖА 


Sources: Аз for appendix table. 
® Employees. Estimates taken from National Institute Economic Review, 
London, February 1980. 


Changes in output per person employed (in short, 
labour productivity) are shown in table 1.11 for 13 west 
European countries, Canada and the United States for the 
period 1970 to 1979. In 1974-1977, the deceleration in 
output was accompanied, as might be expected, by a 
similar deceleration in labour productivity growth, which 
however was sharper in services than in manufacturing. 


Before the start of the recession in 1974, both output and 
labour productivity was rising faster in manufacturing 
than in the private service sector. During the recession 
there was a reversal of the relative position of the two 
sectors in terms of output but not in terms of productivity 
growth. Output developed less unfavourably in services 
than in manufacturing. The main reason was simply that 
investment displays larger cyclical swings than private 
consumption, and that investment goods account for a 
much larger proportion of manufacturing output than 
in services. In Denmark and the Federal Republic of 
Germany there was indeed some acceleration of labour 
productivity growth in manufacturing in the 1974-1977 
period in comparison with the 1970-1973 cycle. In these 
countries, the “shake-out” effect seems to have more than 
offset the downward effect of lower output rates. By 
contrast, the deceleration in labour productivity growth 
was sharp for private services in virtually all countries in 
spite of relatively favourable output developments in this 
sector. Employment in private services thus continued to 
increase and in the 1974-1977 recession this sector played, 
even more than in previous cycles, its traditional role of 
“shock-absorber”. 


The sectoral development of labour productivity growth 
resumed a more normal pattern in 1979 when it grew 
faster in manufacturing than in the rest of the economy. 
Nevertheless, labour productivity growth per unit of 
output appears rather modest in 1979 in comparison with 
previous cyclical upswings in a number of countries and 
one reason might well be the poor investment performance 
of past years.?° It is worth repeating, however, that the 
relatively poor productivity performance of 1979 affected 
private services more than the manufacturing sector. In 
the non-manufacturing sectors combined, labour produc- 
tivity appears to have declined in 1979 in Switzerland, 
Canada and the United States and probably remained 
flat in the United Kingdom. 


POTENTIAL LABOUR FORCE 


Unemployment rates at the end of 1979 are shown in 
table 1.10. However, as is well known, officially recorded 
unemployment does not always give a full measure of 
potential employment reserves. Past developments have 
shown that a slowdown in output affects not only the level 
of employment but may also have an impact, either 
negative or positive, on the size of the labour force. In 
fact, the available statistical evidence based on past experi- 
ence suggests that the negative or “discouraged worker” 
effect, that is the withdrawal from the labour force of 
workers already in it or the non-entry into the labour 
force of potential workers, may exceed the positive or 
“added worker” effect, thus giving rise to what has come 
to be called “concealed unemployment”. Was there a 
large amount of “concealed unemployment” in western 
Europe in 1979, that is, a large but unrecorded reserve 
of labour which could be employed if demand were 
sufficiently strong? 

In the following paragraphs, an attempt is made to 
assess the possible extent of concealed unemployment and 
the corresponding employment gap, defined as including 
open and concealed unemployment, in eleven west Euro- 


20 See also section 4 of this chapter. 
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TABLE 1.11 


Output per person employed, total economy and manufacturing 
(Annual percentage change) 


a a Re SS SS Se 


Total economy 


Country 1970 1974 1976 1977 
1973 1977 

AUSTRIA Sie ee eee eee 5.0 2.5 5.6 2.4 
Варя. ЕЕ. 5.0 DES 6.1 1.4 
Denmark es jess nts eee 2.8 1.6 4.0 1.6 
Рама С аа 4.4 2.0 2.0 2.8 
PranCe arya sere ors orcas 4.7 2-5) 4.1 2.4 
Germany, Fed. Rep. of ..... 4.1 3.3 6.1 2.9 
ее] ао wc cee tees ces 4.7 Bro) 2.6 5.9 
[tal ya ee О 4.3 1.4 5.1 155 
Мене а о. 4.7 2.8 5.4 2.5) 
Мо а. Bod) BES) 4.9 15 
О set tomer 1.8 —0.3 0.6 —2.1 
Switzerland о родооноеоно ere Bal 1.3 2.6 2.4 
Unitedtkinedomierr. a. ae: 29 0.4 Dail я) 
Саламанка 21 1.0 Э.А 1.4 
О союовообовое 1.4 0.3 2.6 Я 


1978 


Output per person employed 
Manufacturing 


1970 1974 1976 1977 1978 1979 > 


1973 1977 


1979 ® 


0.9 4.5 6.6 1.8 10.5 0.9 Ped) 6.5 
2.5) 3.0 8.1 4.6 12.0 Зы 523 

—0.4 2.0 3.9 4.4 5.6 4.2 3.5 г 
3:2 4.0 В 0.7 1.5 2.1 5.7 4.5 
3.1 3.0 4.8 3.9 8.2 4.5 4.3 5.5 
2.5 3.0 4.0 4.2 9.5 3.3 iE y/ 4.5 


4.8> 


4.9 1.0 St ete 6.8 Ъ : 
2.0 4.0 5.0 1.8 12.0 116i) 2.8 6.5 
2.2 3.0 7.4 3.6 11.6 8) 4.4 4.0 
19 3.0 90:1 ОЭ 3.5 
1.6 72.5) | о = —0.6 ^ —3.0 3.6 8.5 
WHS — 5.0 2.2 5.8 5.6 1.0 1:5 
Pee) 0.5 4.3 0.5 4.6 0.7 1.1 {5 
Об 0% 3.7 2.0 29 4.5 4.1 0.5 
и; => 3.4 1S 555) 2.6 i) 2.0 


Source: For output: United Nations, Yearbook of National Accounts Sta- 
tistics, New York; OECD, National Accounts of OECD Countries, Paris; and 
national statistics. For employment: as for table 1.10 (employment by sectors). 


Note: Except for 1979, output in manufacturing has been taken from gross 
value added at constant prices. The data in this table may therefore differ from 
those shown in table 1.2 where industrial output is based on the indices of 
industrial production. 


pean countries. The first step in this exercise was to 
measure the potential labour force, that is the labour 
supply which would be generated under normal demand 
conditions. Projections of the labour force up to 1985 
taking 1975 as the base year, published in a recent study 
of the secretariat,24 may serve as estimates of such a 
potential, since the projections are based on the implicit 
assumption that demand factors would not be much lower 
than in the years before 1973 (that is, an output growth of 
some 4 to 5 per cent per year). Another assumption was 
zero migration during the projection period.?? 


Actual and potential changes in the labour force between 
1975 and 1979, together with the difference between them, 
as an indication of the possible incidence of concealed 
unemployment, are shown in table 1.12, which also 
contains estimates of the employment gap, that is, the 
difference between potential labour force and employ- 
ment. For the employment gap calculation, potential 
labour forces with zero migration were taken as the basis 
for the analysis. In contrast, data on potential labour force 
allowing for migration, i.e. subtracting or adding the net 
outflow or inflow according to the case, were used to 


21 Economic Commission for Europe, “Labour force and employ- 
ment in western Europe: the prospects to 1985 by major sectors”, 
Economic Bulletin for Europe, vol. 30, No. 2, United Nations, 
New York, 1979. 

22 The secretariat used the latest official projections as far as 
possible. The countries for which the official projections were 
not available were Belgium, Denmark and the Netherlands. For 
Finland, France, Ireland and Norway only the total labour force 
figures were available. For the Federal Republic of Germany, 
immigrants were included in the base year, while in the United 
aaa Great Britain’s activity rates were used also for Northern 
Ireland. 


a The provisional estimates for 1979 have been rounded to the nearest 
0.5 percentage point. 

> Output data are based on short-term indices of manufacturing production, 

< Employment data refer to man-years, 

4 Employment data refer to wage-and salary-earners only. 


estimate the difference between potential and actual labour 
force. For Denmark, Ireland and Norway net migration 
figures were not available, but in these three countries 
international migration of workers is comparatively small, 
and, therefore, would not affect the estimates. 


The relations between employment, actual labour 
force, and potential labour force in 1979 are shown in the 
following text table, where two versions of potential 
labour force are presented. The first one is taken straight 
from table 1.12 and assumes zero inter-country migrations 


Employment and labour force in eleven countries, 1979 
(Index numbers, actual employment level in 1979 = 100) 


A = Actual labour force (employment + open unemployment) 
В = Potential domestic labour force @ 
С = Potential labour force © 


A B с 
АВА” cates. ера пе 101.7 103.1 102.9 
ее 109.5 109.5 110.2 
Denmark о 105.5 Me 100.1 
а 106.6 107.5 108.9 
France yee ee eT en ee 106.4 105.4 106.6 
Germany, Federal Republic of ........ 103.5 105.2 106.0 
Treland! tha a A eee ene eee 108.7 a 117.0 
Netherlands 6 соо оо ее eee 104.6 109.2 109.6 
Norway Sunwin tea Дао 102.0 By 97.0 
Sweden о ohare een coy eee 102.1 100.7 101.2 
United ikingdomipseer eee ere eee 105.6 106.1 106.3 


rr 


Sources: As for table 1.12 and OECD, SOPEMI Reports, various years. 

® Projected labour force net of inter-country migration of workers. 

> Projected labour force assuming zero net inter-country migration. 

° For Denmark, Ireland and Norway no data on migration was available. 
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TABLE 1.12 


Changes in the labour force and its components in eleven west European countries, 1975 to 1979 
(Thousands) 
a ee Е ee о 


1975 to 1979 Difference between potential 


Actual change Change in labour force and: 
potential 
Unemploy- Labour labour Actual 
Employment ment force force ® labour force Employment 
(4) (5) (6) (7) (8) = (7) — (6) (9) = (7) — (4) 


Е ВИНОЙ САННИ ee er «НИЯ a ae Ч ИРЕН 


1975 
Unemploy- Labour 
Employment ment force 
Country (1) (2) (3) 

АО СТ ТЕ З GAY 56 3 233 
Ва ЕК 3 747 208 3955 
Denmark’ оон Нок 21332 113 2 445 
Binland) eee teres оба 2 221 51 2212 
О s She tle aes ond 20 624 840 21 464 
Germany, Fed. Rep. of ......... 24 798 1 074 25 872 
С ag Pint в вр. 1038 99 1137 
Мена Ее 4 552 195 4 747 
а еб аа 1707 40 1747 
Я тн МИ 4 065 67 4 132 
United Капот... 24 596 978 25 574 


Sources: National statistics; EUROSTAT, Eurostatistics, Collection 1, 
1-1980, edition B, January 1980; ILO, Bulletin of Labour Statistics, 1979 fourth 
quarter, Geneva 1980; OECD, Main Economic Indicators, Paris, January 1980; 


of workers in the period 1975 to 1979. The rationale for 
this is that, given a sufficient demand pull in the employ- 
ment-receiving countries, there was no reason for ex- 
pecting a reduction in the number of foreign workers. 
However, inter-country migration did take place, and 
therefore a second version of potential labour force is 
shown, which is equal to the potential labour force (as 
defined above) corrected for actual inter-country migra- 
tions between 1975 and 1979. This second version of the 
potential labour-force is called “potential domestic labour 
supply”: it measures the manpower reserves actually 
existing in the employment-receiving countries in 1979. 


As can be seen from these data the differences between 
the index numbers of potential and actual labour force, 
which constitutes a measure of concealed unemployment, 
are small in the majority of countries. This holds true both 
for domestic and total potential labour force. Although 
in most countries international migrations added to the 
potential labour supply, the only exception being Austria, 
their effect on the whole was small. 


The only two countries where potential labour supply 
was well in excess of the actual labour force, thus suggest- 
ing the presence of concealed unemployment on a signi- 
ficant scale, were Ireland and the Netherlands. Whereas 
in Ireland open unemployment, the traditional factor 
associated with concealed unemployment, remained high 
throughout the 1975-1979 period and thus may have 
discouraged workers from entering or remaining in the 
labour market, this was not the case in the Netherlands. 
Registered unemployment in the latter country was not 
exceptionally high, compared with other west European 
countries, and this makes it unlikely that demand factors 
depressed labour supply. The explanation may be found, 
at least partially, in labour market policies with respect 
to supply, particularly the withdrawal of the labour force 
taking place under the labour unfitness legislation. It has 
been estimated that in 1975 to 1977 the concealed unem- 
ployment amongst those affected by the labour unfitness 
legislation increased by some 27,000, accounting for a 
substantial part of the observed difference between poten- 
tial and actual labour force in that year. 


D3 1 94 130 36 37 
—29 144 115 143 28 172 
156 25 181 45 = 55 Ш 
0) 90 0 50 50 140 
317 510 827 867 40 550 
177 —198 = | 598 619 421 
$ = 1 88 87 79 
26 15 41 270 229 224 
155 —2 153 60 =O = OS 
120 21 141 105 30 =15 
160 413 57/5) 753 180 593 


Economic Commission for Europe, Economic Bulletin for Europe, United 
Nations, New York, 1979, vol. 30, No. 2. 


® At 1975 employment levels and assuming zero net inter-country migration. 


For the remaining nine countries the data do not pro- 
vide evidence for the existence of a substantial amount of 
concealed unemployment. Potential labour force ex- 
ceeded actual labour force in Austria, Belgium, Finland, 
the Federal Republic of Germany and the United Kingdom 
but the margin of difference was relatively small. In fact, 
in four countries, Denmark, France, Norway and Sweden, 
the index for actual labour force was higher than that 
for potential labour force. 


On the whole these results suggest that the conditions 
and unemployment provisions tending to discourage 
labour force participation in times of weak demand in 
the labour market no longer exert the same effect that 
they may have had in the past. This seems to be borne out 
to some extent when the change in the actual labour force 
between 1975 and 1979 is considered in more detail. 


In most countries, the share of women in the total 
change in the labour force between 1975 and 1979 was 
far greater than that of men, as the following data for 
selected countries show: 


Contribution of males and females to changes 
in total labour force and unemployment 
in selected west European countries 


(1975-1979) 


Change in total Change in total 


labour force unemployment 
(Thousands) (Thousands) 
Males Females Males Females 
Bel Siu: ее —3 118 34 111 
Denmark he fate. 58 123 —10 35 
Francet. eam ate eth 06 310 ЭМ 205 305 
Germany, Federal 
Republiciof „> 38 —59 —206 7 
ооо —7 8 —10 1 
Netherlands еее —28 69 —20 36 
United Kingdom ....... —61 634 187 226 


—_————————ыы—ы—ы—ы—3—3— 


Source: Аз for table 1.12. 
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Except for the Federal Republic of Germany, where 
the female labour force declined, women workers ac- 
counted for at least 60 per cent of the increase in the 
labour force during the 1975-1979 period. Particularly 
significant in this context is that this higher participation 
of women was associated, in most cases, with substantial 
increases in unemployment. In the case of Belgium, female 
unemployment increased by nearly as much as the female 
labour force. In the other countries, differences were larger 
but in the majority the “marginal” unemployment rate 
was substantially higher than the average rate of unem- 
ployment for women. It would seem, therefore, that 
adverse labour market conditions may no longer constitute 
as much of a barrier to labour force participation, pro- 
bably because better unemployment benefits favour entry 
into the labour market even when the prospects of finding 
stable employment are limited. 


LABOUR MARKET POLICIES 


As the broad conclusions of the preceding comparisons 
of potential versus actual labour force and employment 
gaps suggest, labour market measures have had significant 
effects on labour supply and on employment. Against a 
background of persistent unemployment in most coun- 
tries, labour market measures are likely to continue to be 
prominent in national economic policies, and to become 
an important institutional factor in the management of 
the economy. Virtually all Governments have adopted a 
variety of measures to raise employment: these include 
expanded and improved employment services; training, 
job placement schemes, job preservation subsidies, em- 
ployment creation in the public sector, regional develop- 
ment and so forth. In addition to this type of intervention, 
designed to stimulate employment directly, increasing 
attention is being given to measures which would lessen 
existing pressures in the labour market through the reduc- 
tion of the labour supply. The best known and most 
widely applied in this regard are the direct and indirect 
controls on international migration and foreign workers 
which were introduced in the early stages of the economic 
slowdown More recently the implications for effective 
labour supply of a number of other measures related to 
employment and conditions of work, but not primarily 
designed to affect labour supply, have received greater 
attention. Amongst these the most important are: early 
retirement schemes which imply a permanent withdrawal 
frcm the labour market; training and rehabilitation pro- 
grammes which have the effect of either delaying entry 
into the labour market or a temporary withdrawal from 
it; and reduction of hours of work either on a permanent 
basis, as in the case of the downward trend in standard 
hours of work, or for given time periods only, such as 
short-time work schedules. Still other policies in the field 
of labour can have the effect of reducing the effective 
labour supply, in the sense of bringing about, perma- 
nently or temporarily, fully or partially, a withdrawal of 
labour from the market. Examples of the latter are labour 
unfitness provisions, maternity leave for women workers, 
and so forth. 


These and other measures influencing labour supply do 
not as yet constitute a coherent set of policies nor are 
they generally applied, or recognized, as deliberate meas- 
ures aimed at reducing the supply of labour in addition 
to the original objectives for which they were designed. 


A review of existing schemes must, therefore, of necessity 
be incomplete. 


Whereas flexible retirement schemes were originally 
seen mainly as socio-economic measures, allowing either 
downward or upward adjustments in the age of withdrawal 
from the labour force, against a background of stagnating 
economic growth and employment, they have come to be 
regarded also as employment policy instruments and 
concerned principally with increasing the opportunities 
for early retirement. With a view to reducing labour 
market pressures from the supply side, enlarged provisions 
for early retirement have been adopted in a number of 
countries, even including some such as the United King- 
dom, where job creation rather than labour supply reduc- 
tion measures are the predominant employment policy 
orientation. Comparatively little is as yet known about 
the impact of early retirement schemes on effective labour 
supply and on existing or potential unemployment, even 
though in some countries early retirement provisions 
account for a substantial part of the Government’s pack- 
age of employment policy measures. In Belgium towards 
the end of 1979 some 73,500 persons had benefited from 
the existing early retirement schemes, a figure representing 
avout 45 per cent of all those directly affected by the 
Government’s employment measures and about 2 per 
cent of the civilian labour force. The impact on effective 
labour supply, however, was less than the total suggests 
as more than one-fifth of the persons involved participated 
under a scheme which allowed early retirement of the 
aged unemployed. To the extent that early retirement was 
linked to the replacement of old by young workers, as 
under the regime for private industry under which the 
employer is obliged to recruit a young worker under 
30 years of age for the job vacated by the pre-pensioner, 
the employment effect was substantial. About 90 per 
cent of the 30,000 pre-pensioners were replaced by young 
workers and the 27,000 jobs involved represented some- 
what over one-third of the total number of those parti- 
cipating in the various early retirement schemes. In 
Denmark, where the retirement age of 67 years is compara- 
tively high, a flexible retirement age starting at 60 years 
was introduced in 1979. It is estimated that by the end 
of the year up to 40,000 workers may have made use of 
this oppo: tunity. Such a figure would represent about 
1.5 per cent of the civilian labour force and close to one- 
sixth of the labour force aged 60 years and over. As to the 
labour supply and employment effects, there are indica- 
tions that half of those going into early retirement no 
longer formed part of the effective labour supply, being 
aged unemployed or partial invalids, and that only 
roughly one-quarter of the jobs vacated will be filled by 
young workers. In the Federal Republic of Germany 
early retirement schemes may have led to more than 
250,000 withdrawals from the labour force (of persons 
aged 60 to 64 years) between 1975 and 1978. 


Besides measures aimed at reducing the supply of labour 
through lowering the age of retirement, attention has 
also been given to ways of raising the age of entry of the 
young into the labour market. To this end some Govern- 
ments have promoted with some success, as in the case 
of the Netherlands and Sweden, the continuation of educa- 
tion beyond the normal school-leaving age. However, 
most of the provisions which have an impact on the entry 
of youth into the labour force are in the area of vocational 
training and schooling, which are not only directed 
towards the young, but, generally, to groups in the labour 
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force which do not have the necessary or appropriate 
skills. 


While training programmes are, of course, basically 
aimed at raising employment, they also imply a decrease 
in the effective labour supply during the training period of 
those participating in such programmes. The relative 
importance of training programmes within labour market 
policies varies substantially between countries. In Belgium, 
for instance, the number of persons involved in training 
schemes in 1978 amounted to about 31,000, which rep- 
resented about one-quarter of all those participating in 
Government employment schemes and about 0.8 per cent 
of the civilian labour force. In comparison, the 76,000 
persons who participated in training programmes in the 
Netherlands accounted for more than 70 per cent of the 
total in Government labour programmes and for over 
1.6 per cent of the labour force. For the Federal Republic 
of Germany, it has been estimated that vocational training 
in 1978 amounted to 69,000 man-years, representing 
somewhat less than 20 per cent of the total number of 
man-years affected by labour market policies and only 
0.2 per cent of the labour force. 

A final group of labour market measures which have 
a bearing on the supply of labour are those related to hours 
of work and, particularly, short-time work. Although 
other forms of changes in working hours, such as reduc- 
tions in standard hours of work or over-time and the 
spread of part-time work, may also have the effect of 
reducing labour supply, Government schemes have been 
particularly concerned with short-time work and provide 
subsidies to make up for the lost earnings of those who 
work less than normal hours. Under the short-time work- 
ing compensation scheme introduced in the United King- 
dom in 1979, compensation for some 27,000 jobs threat- 
ened with redundancy involved shared short-time work- 
ing by some 69,000 workers. In the Federal Republic of 
Germany in 1978 short-time workers under the labour 
market schemes amounted to 250,000 persons, represent- 
ing around 84,000 man-years. It was estimated that as 
a result unemployment, on an annual basis, was reduced 
by some 56,000 or somewhat less than one-third of the 


total decrease in unemployment brought about by such 
direct policy interventions. 


Provisions for maternity leave of women workers have 
been incorporated in the legislation of most countries. 
In general, paid maternity leave in the countries of the 
region amounts on average to 14 weeks. Moreover, in a 
number of cases the period of maternity leave has been 
extended up to two years or more during which time the 
women would be on unpaid leave of absence without 
losing their jobs. In the Federal Republic of Germany the 
usual maternity leave after birth can be extended for 
another 3 or 4 months during which period the woman 
continues to receive part of her maternity allowance. The 
impact of these measures on the supply of labour is not 
yet clear: the increasing labour force participation of 
married women and their tendency to continue working 
after childbirth tends to raise the potential effect, but the 
latter will be offset, at least in part, by the low levels to 
which fertility has declined. 


Social security schemes for retirement may tend to 
reduce the supply of labour if pension and other benefits 
are not substantially affected by earlier retirement. Such 
provisions in the social security programme in the United 
States are thought to have encouraged, to some extent, 
early retirement. Specific social security provisions may 
have the same effect, as is particularly evident in the case 
of the existing labour unfitness legislation in the Nether- 
lands. The criteria for eligibility under this law, the bene- 
fits of which are higher than those under unemployment 
schemes, are, besides the state of health of the person, his 
training and job experience as well as the employment 
possibilities in the regional labour market. The number 
of beneficiaries under this programme increased from 
somewhat below 200,000 in 1969 to 350,000 in 1975 and 
reached over 600,000 in 1979. Because the criteria for 
eligibility are economic as well as medical, it has often 
been speculated that the increase in beneficiaries are not 
independent of labour market conditions. According to 
a recent study, concealed unemployment amongst partici- 
pants amounted to about 140,000 man-years in 1978 and 
may have increased to over 150,000 in 1979. 


2. COSTS AND PRICES 


(i) Wage rates, earnings and unit labour costs 


In the first three quarters of 1979 the average growth 
of nominal hourly earnings in west European manufac- 
turing industry was about 8 per cent, a slight acceleration 
on the average rate in 1978. The changes for individual 
countries are generally small, the main exceptions being 
Norway, where the growth of earnings fell sharply under 
the impact of a price and wages freeze, Sweden, and 
Finland where there was a rapid acceleration in the first 
half of the year (table 2.1). Inter-country differences in 
the growth of earnings are large, ranging in the third 
quarter of 1979 from some 3 per cent in Switzerland to 
20 per cent in Italy. In Norway the incomes policy has 
been largely responsible for reducing the growth rate 
from some 6 per cent at the beginning of the year to just 
over 1 per cent in the third quarter. For those countries 
where the data are available there was a general tendency 
for the rate of growth to slacken somewhat in the third 
quarter. 


Real earnings in the first half of 1979 were generally 
rising faster than in 1978 (table 2.2), but there was a sharp 
deceleration in the third quarter as nominal earnings 
growth slowed down at the same time as inflation was 


beginning to accelerate sharply under the impact of 
earlier increases in oil and other commodity prices. Real 
earnings growth in the third quarter was zero in the 
Federal Republic of Germany and negative in Denmark, 
Norway, Sweden, Switzerland, the United Kingdom and 
the United States. 


For a number of west European countries productivity 
improved quite sharply in 1979, but there were large 
differences between countries and between the manu- 
facturing and non-manufacturing sectors. In North 
America, Ireland and the United Kingdom there was a 
marked deterioration in productivity growth for the 
economy as a whole. These differences in productivity 
growth are reflected in a significant widening in 1979 of 
inter-country differences in unit-labour cost changes. For 
the whole economy unit labour costs rose faster than in 
1978 in six of the thirteen countries in table 2.3, consider- 
ably more in Italy and the United Kingdom but more 
marginally in the others. In contrast, unit costs decelerated 
in the Federal Republic of Germany and in six of the 
smaller economies. The data for manufacturing alone are 
incomplete but they suggest a more favourable evolution 
of unit labour costs than for the economy as a whole: in 
the first three quarters of 1979 they probably fell or 


TABLE 2.1 
Annual and quarterly changes in average hourly earnings in manufacturing industry 


(Percentage change over corresponding period of previous year) 


Country 1977 1978 
Аааа ао Getta ee 8.5 57 
Ватто с Raa io totes tees ome 9.2 6.9 
Denmarkce re wise eee 10.3 10.4 
Fintan А ict О sits cea 8.9 7.4 
таре eter tac etek errr 12 12.9 
Germany Ее чо вер ое 7.5 5.1 
Treland tances cts ees erate cg 15.6 14.3 
ев ОВ 27.9 16.2 
Меренал а as ieee И. 3 De, 
IN OF Way CER ое TIES) о 
Swedenewreanconeer. cake eee seems 6.7 8.7 
Switzerland seat и 2.1 2.9 
Wnitedikin ydomumreeeee ere nee 10.3 14.6 
Canadas аи: Jone ae 10.8 7.2 
ле (а (ел рее в 9.3 8.5 


1978 1979 
01 02 Q3 0+ Ql Q2 Q3 
8.0 2.7 5.8 6.7 6.7 5.9 4.7 
8.3 6.9 6.1 6.6 э.9 8.6 the) 
11.9 10.1 927 10.0 эй 10.4 11.2 
9.3 5.3 5.8 95 12.1 14.5 xe 
12.4 12.4 13.5 13.4 1229 13.4 12.3 
52 5.0 Sao, 5.1 6.2 5.8 4.8 
13.1 154 15-2 13.4 14.3 Se ых 
1957 16.2 14.6 14.9 15:7 17.0 20.4 
7.6 6.4 4.5 5.0 4.3 4.3 4.8 
9.5 6.4 8.3 6.3 5.6 4.2 1:2 
915 10.4 9.2 6.0 6.6 9.3 7.4 
2) 3.0 ILS) 3:7 Sul 3.4 3 
11.8 15.5 16.0 15.0 14.7 15.4 13.8 
8.3 6.8 6.7 7.0 7.8 9.0 8.8 
8.8 8.6 8.5 all 8.9 8.7 8.6 


Sources: National statistics and OECD, Main Economic Indicators, Paris. 


® Monthly earnings of wage-earners in total industry. 
> Industry. 
с Including mining and quarrying. 


4 Wage rates. Quarterly data, referring to the beginning of January, Apri i i 
\ J ; pril, July and October respectively. Annual fi 
averaging the five observations from January of one year to January of the following year. From 1978 new leat 1977 = 400. es aan 


© Quarterly data, referring to January, April, July and October. 


* Quarterly data, referring to March, June, September and December. 


© Wage rates. 
в Males only. 


1 Data refer to workers who had accidents during the relevant period. 


1 Weekly earnings (all employees), Great Britain. 
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remained unchanged in Austria, the Netherlands, Norway 
and Sweden, while there was a sharp acceleration on the 
1978 rate of increase only in Canada and Finland. 


_ А comparison of changes in real earnings with changes 
in productivity in manufacturing (tables 2.2 and 1.11) 
indicates that the real product wage of labour probably 
fell in most countries in the first three quarters of 1979.28 
(It rose slightly in Finland and the United Kingdom.) 
This suggests some further improvement in gross profit 
margins (there was a moderate rise in 1978 also), due 
perhaps in part to a faster rate of pass-through of higher 
input costs to final output prices. This latter develop- 
ment will have been assisted in several countries by the 
easing or abolition of price controls. However, the im- 
provement in margins may well have slowed down or 
even been reversed in the last quarter of 1979 in the face 
of weakening demand and continuing pressure on costs 
from oil and other raw material prices. 


CONSUMER PRICES 


In western Europe consumer price inflation had fallen 
sharply and continuously from an average?‘ of 10 per cent 
a year at the beginning of 1977 to about 6 per cent in the 
last quarter of 1978, the lowest year-on-year rate of change 
since the first quarter of 1971 (chart 2.1). However, by 
the last quarter of 1979 the average rate of inflation had 
risen to just over 9 per cent. 


23 This is based tentatively on provisional data for productivity 
and incomplete data for earnings, not the firmest of foundations. 

24 The arithmetic mean for the 13 west European countries 
given in table 2.4. 


There were already signs towards the end of 1978 that 
the period of declining inflation rates would come to an 
end in 1979. Non-oil commodity prices, particularly 
metals, were strengthening in the last quarter of 1978 
partly in response to growing demand in Europe and the 
unexpected continuation of buoyant demand in the 
United States. Rising raw material costs were also affected 
for some countries by a strengthening of the dollar towards 
the end of 1978, a result of increasing domestic monetary 
restriction (the Volcker measures) as well as support by 
certain foreign central banks. These developments” plus 
the December increase in the OPEC oil price and a rise 
in food prices due to an exceptionally hard winter in 
Europe led to a general expectation of an acceleration 
of prices in the first quarter of 1979 with perhaps some 
slowing down in the latter part of the year. For the year 
as a whole the expectation was for an average rate of 
increase in western Europe of just under 7 per cent, which 
was little different from that in 1978. It was recognized 
that this might be too optimistic: the effects of the De- 
cember oil price rise had still to work through to final 
prices and there was increasing uncertainty concerning 
oil supplies due to the situation in Iran. A major risk was 
that the acceleration of prices in the first quarter, partic- 
ularly of food prices, would renew the wage-price spiral 
as wage and salary-earners sought to preserve real in- 
comes. In the event this did not occur on any large scale. 
Except in Italy and Finland there was no sharp accelera- 
tion in the growth of nominal wages in manufacturing 
(table 2.1), at least in the first three quarters of 1979, 


25 Price expectations, as revealed in business surveys, began 
to deteriorate from mid-1978. See Economic Survey of Europe 
in 1978, part I, chart 4.4, 


TABLE 2.2 


Changes in real average hourly earnings in manufacturing industry 


(Percentage change over corresponding period of previous year) 


Country 1977 1978 
Аа она. 2.8 2.0 
iBelpitiin ее 2.0 23 
ое стя ЗО hw sete ооо О —0.7 0.3 
Fintan d са —3.3 —04 
Trance Geer. еее 3.0 B25 
Germany, Fed. Rep. of® ........... 85 2.4 
Ireland ео ЕО 1.8 6.2 
а а 8.0 87 
ме лепара еее. 0.8 i bas} 
Norway Пе. 2.2 —0.4 
S Weeden cat arcle ous ere lots ООО —4.2  —1.2 
Switzerland eects co ceciec ei eee 0.8 1.8 
United Kingdon) oor. cess ew —4.7 5.8 
бана, ыы 2.6 —1.7 
Пе а... 2.6 0.7 


1978 1979 

02 03 0+4 01 02 03 
3.9 0.9 2.3 3.2 3.0 2.6 1.1 
2.6 2.3 2.0 2.6 2.0 4.3 an 
—0.7 0.1 2.6 2.6 28) —0.6 
—2.9 —0.9 2.4 4.8 6.9 3.7 
2.9 Sh 3.8 3.6 75) 3.0 1.4 

2.0 2.2 We) 2.8 3:2 2:3 — 

4.5 8.7 6.5 Del 3.2 — — 
6.0 87 2.4 3.0 245) 3.0 4.9 
2.9 2.8 0.4 0.9 0.1 0.1 0.9 
0.6 —1.3 0.5 —1.7 0.2 —0.9 —3.0 
—3.6 —0.5 0.8 —1.4 0.8 3.0 —0.2 
1.4 1.6 1.5 В 1.2 0.3 —1.2 
2.1 7-2. 7.6 6.4 4.7 4.3 —1.9 
—1.9 —2.4 —1.6 —1.2 —0:3 0.9 
2.1 1.4 0.5 0.1 —0.9 —1.8 —2.9 


en Ee 


Source and foot-notes: as for table 2.1. 


Note: The change in real earnings is the change in money earnings deflated by the corresponding change in the consumer price index. 
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although the relatively fast growth of service prices in _ were still significant and in France, Norway and the United 
most countries in the first half of the year suggests a faster Kingdom of greater importance. The latter 15 also prob- 
rate of growth of non-manufacturing earnings. Moreover, ably true for Ireland and Italy, which could not be 
productivity growth in 1979 was better than expected in included in table 2.4. 

many countries. The sharp deterioration in consumer 

price inflation was due in large measure to a much faster 

rise than expected in non-oil commodity prices and a TABLE 2.3 

series of large increases in the nominal price of crude oil. Unit labour costs 9 for the whole economy 

Between December 1978 and June 1979 the UNCTAD 
index of dollar commodity prices rose 14.5 per cent, and 
inJune:theyOPEC.agreed.on;avfurtherssharparise;inithe: 2S SES 
price of crude oil. However, the major influences on crude 


(Percentage change over previous year) 


prices were continuing strong demand, and actual and hes tt Petit Aaa ~ 
feared restrictions on output. Although the rate of increase 
of non-oil commodity prices was slowing down in the 
latter half of the year, the UNCTAD index was still 19 per Ач... ++ sss seers eee sees 6.4 ye я 
cent higher than in the previous year. и ABS ERA IRI ges his cota ih г os 
Some indication of the relative importance of external Finland ............................ 7,6 4.6 6.5 
factors is’given in table 2:5) In all theeighticountries for’ “France.,,....... 0a. ео etme 9.8 9.1 9.5 
which the data are available, the price of imported goods Germany, Federal Republic of ........ 4.1 3.0 725; 
and services rose more than the implicit deflator of total Ireland ........... зе cece eee eeaee 11.3 9.0 9.5 
final expenditure, and in Austria, Finland, the Federal Па у... 6... sees ee esse eee 19.85 12.65) 1 
Republic of Germany, the Netherlands and Sweden, Netherlands ig: tise о. зале 5.9 53 4 
accounted for more than half of the total increase. Again Notway.....----++++000s+sssseeeeees 9.1 5.6 6 
Sweden ен ось ле нья ARS ое 15.8 8.0 7 


the relatively restrained growth of wages can be seen 
ее о eee eee 89 10.2 15 
Norway: in all of them except the United Kingdom the Canada 
contribution of employees’ compensation was less than United States 
its weight in total final expenditure. (In the United King- 

dom the policies of the new Government included the 

abandonment of the previous Government’s 5 per cent 

norm for wages and a major shift from direct to indirect Source: National statistics. 

taxes.) However, although higher import prices made » Compensation of employees per unit of real GDP or GNP. 


3 С 5 5 5 5 с > Prelimi fi d i i р - 
а major contribution to the rise in prices, domestic factors | ceatacs point, = ss ase os aee aon ae n 


TABLE 2.4 


Annual and quarterly changes in consumer prices, 1977-1979 
(Percentage change over corresponding period of previous year) 


Country 1977 1978 1979 01 02 Q3 04 Qi Q2 Q3 0+4 


Аа а. 55) 3.6 3.6 3.9 3.6 3.4 3.4 3.6 3.2 3.6 3.9 
Belgium ае м. eyi.t 4.5 4.5 5.6 4.5 4.0 3.9 3.8 4.1 4.7 5.1 
Denmiarke ep ро cccscevorave 11.1 10.1 9.6* 12.7 10.9 9.6 WAL 6.9 7.9 11.9 11.6* 
Finlan dy Оо ооо Be ectatcontts 12.6 7.8 7/5 9.5 8.5 6.8 6.7 - 7.0 7.1 Я. 5 8.0 
Brance соды и 9.4 9.1 10.5 9.2 9.0 9.3 9.5 10.2 10.1 10.8 11.5 
Germany, Fed. Rep. of ........... 3.9 2.6 4.1 3.1 27 2.4 2:2 2.9 3.4 4.8 5.3 
ЕТ! сособосьа Неа 13.6 7.6 13.2 8.2 6.2 8.2 7.9 10.8 12.4 13.6 16.0 
а ee 18.4 12.1 14.7* 12.9 12.1 11.9 11.6 12.9 13.6 14.8 175% 
мета а 6.4 4.1 4.2 4.6 9:5 4.1 4.1 4.2 4.2 3.9 4.6 
INOS WA Yeahs ее 9.1 8.1 4.8 8.9 7.8 7.8 8.1 5.4 5.1 4.3 4.5 
SWedeny о а 11.4 10.0 2% 13.6 10.9 8.3 WS 5.8 6.1 7.6 9.3* 
Зумецала. ое пои: 1.3 1.1 3.6 1.1 1.4 1.0 0.6 1.9 3.1 4.4 Sal 
United Kingdomener veg) es! 15.8" 98.3 913.4 staan] eee) Coe) о ORT 7S 
West European average ; 
(опус ео... 9.7 6.8 Dell 7.9 6.8 6.5 6.2 6.5 7.0 8.3 9.2 
СЕВА a Gein RB, О 0 1 pers 8 ea sO an о Naeger rece, 9.3* 
С а ое А 6.5 TEL 11.3 6.6 Us| 8.0 9.0 9.9 10.7 11.8 12.7 


Source: National statistics. 
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The average quarterly rate of inflation in 13 west European countries and in the United States, 1973-1979 
(Percentage increase over same quarter of previous year) 
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Sources: Table 2.4 and previous issues of this Survey. 


TABLE 2.5 


Components of the change in “total” prices in 1979 


of which, due to: » 


Change in AE ar SE SAAS Pee oe 
“total” Compensation Gross Indirect Imports 
prices ® Ге) operating taxes less of goods 
Country (per cent) employees surplus subsidies and services 
ARUStria ра Sat —0.1 1S 2.3 
Finland osx. ео 9.7 1.9 25 0.3 5.0 
И ОР ОНИ О 9.7 4.6 д 3.0 1.9 
Germany, Federal Republic of 4.6 0.7 1.0 0.4 DS) 
Netherlands ее ные 6.4 1.4 №2 0.2 3.6 
ОГУ ее ела 7.0 0.8 3.8 0.3 Е 
Ве Цен еее 7.9 2.0 р, ————_. 4.2 
United Kingdom® ......... 9.8 5.6 —1.1 1e7 3.6 


Source: Basic data as for appendix table. 

® The implicit price deflator of total final expenditure; percentage increase over 1978. 

> The calculation is based on 1978 weights in total final expenditure. The component contributions refer to the 
costs of each component per unit of total final expenditure at constant prices. 

© January-June 1979 over same period in 1978. 
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The acceleration of consumer price inflation throughout 
1979 occurred in all countries except Norway, and 
including Denmark and Finland where the average 
annual rate of increase was below that of 1979. In Norway 
a stringent price freeze was in operation throughout the 
year. It is noticeable that the acceleration in the rate of 
inflation was greater, on average, for the “low inflation” 
group of countries (Austria, Belgium, the Netherlands, 
the Federal Republic of Germany and Switzerland) than 
for the “high inflation group”: 


Average rates of inflation in two groups 
of west European countries, 1978-1979 


Recent economic developments in western Europe 


This slight narrowing of the difference between the group 
averages, which still remains very large, however, is 
partly due to the greater exchange rate stability between 
the dollar and some of the harder European currencies. 
Partly as a result of their own support operations in 
favour of the dollar in 1978, the Federal Republic of 
Germany and Switzerland lost some of the benefit in 
1979 of falling import prices (in terms of domestic 
currency). Also some of the smaller countries, such as 
Switzerland, tend to be heavily dependent on the Rot- 
terdam spot market for their oil imports and this tends to 
both amplify and speed up the effect of changes in OPEC 
prices on domestic price levels. The difference between 
the average inflation rate in Europe and that in the United 
States narrowed slightly through 1979 but it still remains 
large, while the difference between the United States and 


Group I ® Group II» Total ¢ Paes Sie о 3 

fen 3 aS rer the European “low inflation” group actually widened in 
the last quarter. 

Of the various components of the consumer price 
1978 indices, fuel and light and gasoline prices have of course 
0) ан 10.6 2.1 oleae? 7.9 4.0 risen relatively sharply and in some cases have had a 
SPs оао 9.12.0 3.1 1.2 6.8 3.5 large direct effect on the over-all rise in prices. Table 2.6 
03 .......... 8.7 1.6 30 1.3 6.5 3.2 shows the contribution of fuel and light to have been 
Se vee ь 2.8 1.5 6.2 3.1 particularly large (in relation to Из weight in the indices) 
1979 in the Federal Republic of Germany, France, Switzerland, 
Осы 86 27 33 09 65 35 Sweden, Denmark and Austria. The much smaller contri- 
op? РАН 9.1 3.0 36 0.5 70 36 bution elsewhere is due in large measure to controls 
ОЗ инея 10.8 41 Me 05 83 45 either on the prices of oil products ог on competing 
Е, See 11.9 4.7 48 0.6 9.2 5.1 products such as gas and electricity. In the United King- 


Source: Table 2.4. 
® West European countries in table 2.4 other than those in Group II. 


> Austria, Belgium, the Netherlands, the Federal Republic of Germany and 
Switzerland. 


dom the policy of the new Government is to secure a 
more integrated price structure for all energy products 
which would imply that changes in fuel and light prices 
in future would tend to move more in line with changes 
in oil product prices. 


TABLE 2.6 


Changes in the price of fuel and light and their contribution to the total rise in consumer prices 


(Percentages) 


-——_— SSS 


ic tod Increase over previous year Contribution to rise in consumer price index 
and light” 1979 1979 
in total 
Country CPI 1978 1979 01 02 03 04 1979 * Ql Q2 Q3 04 


ым—— 


ом... 530m ода ба Пт ею 105 91= бо 50 оз о 
не АЕ 5.4 10.2 99.2 95" 224 503 5 О о 
оо не а Е 33—00 аз ae 
Freee РА Sir os 86 №87 160° 13-7, 150 19 190 1460 о ts meee eee 
Germany, Federal Republicof 4.6 2.9 21.3% AP) 20.8 27.8 5% 28.2") 12 31.6 31.4 25.5* 
Peland £0 Gas оо. 59 Аб 0.6: о meee * ¥ 03 29 ; 
А 3 113°, 118.5 88 95 00 353 EL wy Mihai о 
Netheiandsuy one ee a9 289.0170) р бо Ta” M's weet on) ee eG 
Novag ake fe ae ots 3:5, 450.7 P10, ie, 171 eo eee 9.09 909. 135 о 
SE розни haere 511143 520.8 38.9. 145 195 мод бе amet 7 Ce 
Switzerland 0.0.0.0... 4,-1.7 , 315 228) Е 271.8. © о teens me ee 
United Kingdom ........... 5.94. 97° 10 бе Е би, о ие OM 
Cans heh aesnrnee р Saunt oul s а И woes 
United States ak ks See: 65 68 ИЗ 8650) о то eee т os 


Source: National statistics; OECD, Main Economic Indicators, Paris. = Average of quarterly data. 
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As is clear from table 2.6 the rise in oil prices was by 
no means the only source of higher prices in 1979. In the 
first half of the year food prices were generally rising 
faster than average (particularly in the first quarter) as 
were services, rents and housing costs. The latter increases 
probably reflect a certain degree of “catching up” with 
previous rates of inflation, particularly in services, while 
higher rents and housing costs are due in part to a relaxa- 
tion in controls (France and Italy for example) and to 
higher interest rates (particularly in the United Kingdom). 
Government policies have also contributed to higher 
levels of consumer prices. The greater emphasis on 
monetary policy as a means of restoring internal and 
external balance has led to a general relaxation of incomes 
policies and price controls,”* although wage and price 
freezes have recently been used on a short-term basis in 
Denmark and for 15 months (ending in December 1979) 
in Norway. A major change in this direction occurred in 
France in 1978 when industrial prices were freed from 
control and subsidies to public enterprises were greatly 
reduced. This change in policy did not lead to as sharp an 
acceleration as had been feared, but the worsening of 
inflation in the first half of 1979 has led to the post- 
ponement of the abolition of the remaining price controls 
on service and other non-industrial prices. In 1979 the 
most prominent change in policy took place in the United 
Kingdom where the new Government abolished the 
previous Government’s incomes norm and price controls. 
There has been some acceleration in the rate of wage 
settlements but since the 5 per cent wage norm had 
already been considerably undermined it was not particu- 
larly dramatic; and the abolition of the Price Commission 
did not in itself lead to a sharp rise in retail prices since 
competitive pressures on industry were already making it 
difficult to raise final product prices. However, in its 
June budget the British Government announced a major 
shift from direct to indirect taxation, and the rise in 
value added tax is estimated to have added some 34-4 
percentage points to the retail price index. The data in 
table 2.5 indicate that the change in indirect taxes less 
subsidies contributed 17 per cent of the total rise in prices 
in the first half of the year; the higher value added taxes 
will therefore be additional to this latter contribution. It 
is thus an apparent paradox of policy in several countries, 
but which perhaps may be seen most clearly in the United 
Kingdom, that the immediate effect of current efforts to 
reduce inflation in the medium term is to increase the 
rate of growth of consumer prices in the short run. At the 
same time tight monetary policies are being imposed, 
the rationale being that the parties to the wage-bargaining 
process will eventually scale down the level of wage 
settlements when they perceive that excessive increases 
will lead only to unemployment. The commitment of 
Governments to reducing inflation and to the use of 
monetary targets as a means of doing so has become 
stronger over the past year. The consequences for employ- 
ment and the immediate outlook for inflation will then 
depend, it is argued, on whether wage settlements exceed 
the target for the growth of money supply. If they do, 
then Governments will have to choose between accepting 
higher unemployment, employing alternative policies to 
restrain the growth of incomes, or revising their money 
supply targets. This choice will not arise for all countries: 


26 For a general discussion see Economic Survey of Europe 
in 1978, part I, pp. 23-24. 


recent wage settlements in the Federal Republic of 
Germany, for example, are consistent with the official 
money target. In the United Kingdom, where the rise in 
wage settlements appears to be well above the target 
range for monetary growth, the Government is opposed 
to any resort to incomes policy. Elsewhere there are signs 
that greater recourse to income policies may be made in 
1980. In Denmark the Government introduced a tempor- 
ary prices and incomes freeze towards the end of 1979 
while it formulated an incomes policy for 1980: this 
intends to ban all new wage increases until March 1981 
and to modify the wage indexation system. In the Nether- 
lands a two-month wage freeze was imposed in January 
1980 while the Government draws up a programme to 
deal with the situation following the failure of the em- 
ployers and unions to agree to a voluntary standstill. 
Norway, like the other Scandinavian countries, has not 
relied on strict adherence to monetary targets as the 
principal means of reducing inflation. Instead it has 
implemented a 15 month freeze on prices and incomes 
(which ended at the end of December 1979) and this has 
been successful in reducing the inflation rate to 4.5 per 
cent and improving international competitiveness. How- 
ever, its longer-run success will depend on whether wage 
settlements are moderate after two years of declining 
real earnings. 


(ii) The real costs of petrol and private transport, 
1972-1979 


After an initial fall following the rise in crude oil 
prices in 1973-1974, per caput consumption of petrol 
(gasoline) has been rising in most west European coun- 
tries, albeit in many cases at a somewhat slower pace than 
in the 1960s. Until quite recently this appears to have 
surprised many commentators. Policies to reduce con- 
sumption have been largely hortatory, urging consumers 
of private transport to drive more slowly, to switch to 
more fuel-efficient motor cars, to switch to less energy- 
intensive (per passenger kilometre) public transport, and 
so forth. In a few cases direct action has been taken, 
mainly in the form of lowering speed limits. In North 
America mandatory fuel efficiency standards for motor 
cars have been set, and in western Europe some Govern- 
ments have begun to subsidize research and development 
activity designed to produce more fuel-efficient motor 
car engines. However, in the last year or so there has 
been growing awareness of the fact that the real price of 
petrol has not increased very much over the last six to 
seven years and that in comparison with the peak levels 
of 1974-1975, it has actually been falling in many countries. 


In its annual review of 1978, the International Energy 
Association (IEA) concluded that effective energy conser- 
vation policies had been impaired as “energy prices 
continue to be at levels that do not adequately encourage 
conservation”.2” The IEA observed that it has proved 
more difficult, in general, to implement energy conser- 
vation programmes in the transport sector than in all 
others, although the sector is seen as having “considerable 
scope for improvement, particularly with respect to 
automobile efficiency standards, the improvement of 


27 International Energy Association, Energy Policies and Pro- 
grammes of IEA Countries—1978 Review, OECD, Paris, 1979, 
p. 14. 
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public transport and, in some instances, gasoline pricing 
and progressive taxation on cars according to their fuel 
efficiency”.2® The IEA is strongly in favour of taxation 
and price incentives as the key elements in a successful 
conservation strategy. Although it notes that “Govern- 
ments are reluctant to allow energy prices to increase or 
to impose energy taxes because of the effect on domestic 
inflation” it concludes that “such reluctance will weaken 
the IEA’s energy conservation strategy”. This view is 
now shared by a number of IEA member countries: 
for example, the Under-Secretary of State at the Depart- 
ment of Energy in the United Kingdom has stated his 
Government’s view that pricing is the key element in the 
Government’s energy policy and that “prices should... 
give both consumer and producer reasonably accurate 
signals about the cost of energy”.°° There is widespread 
agreement that the consumer should no longer be protect- 
ed from rising energy costs and that Governments should 
make efforts to ensure that the rise in relative prices is 
maintained. The question of energy conservation in 
general and the reduction in oil imports from OPEC 
countries in particular has acquired greater urgency in 
view of the failure of most IEA members to meet their 
targeted cuts in oil consumption in 1979 and their com- 
mitment to detailed net import targets for crude and oil 
products in 1980. 


This section discusses certain aspects of energy pricing 
in the transport sector which accounts, on average, for 
about a third of total consumption of petroleum products 
in the industrial market economies. However, since the 
purpose is to illustrate certain problems facing policy 
(which are discussed in more detail in section 4 (iv) 
below), the narrow sectoral focus is not in fact very 
limiting. More precisely the discussion concerns the 
actual price signals which have been reaching consumers 
in the recent past and whether and how Governments 
can change these (and make the changes stick). There is 
no discussion of the actual consumption changes that 
have occurred, nor is there any attempt to specify and 
estimate demand functions for petrol or for private and 
public transport. 


THE REAL PRICE OF PETROL 1972-1979 


Table 2.7 summarizes annual changes in the real price 
of petrol between 1972 and 1979 for a selection of countries 
for which the relevant data were separately specified in 
their national consumer price indices. 


The real price rose sharply in 1974 and 1975 but there- 
after tended to fall until (and including) 1978, when it 
was about 10 per cent below its 1974 or 1975 peak in 
Austria, the Federal Republic of Germany, Italy and 
Switzerland; in the United Kingdom the real price was 
more than a quarter below the 1975 level, while in Sweden 
it was 6 per cent below the peak of 1974. Only in France 
was the 1978 price at roughly the same level as in 1974. 

Petrol prices rose sharply in 1979 but in most cases the 
relative price (at least in the first three quarters) was still 
below the peaks of 1974 and 1975, substantially so in 


Ор. cit... p14. 
22 Op. cit., p. 19. 


30 Department of Industry, British Business, London, HMSO, 
2 November 1979, p. 193. 


Italy; only in France and Sweden were they marginally 
(2-3 per cent) higher. Compared with the antediluvian 
period of 1972-1973, real prices in 1979 were generally 
some 11 to 20 per cent higher. The large inter-country 
differences in the rate of change are due to many factors 
of which differential movements in foreign exchange rates, 
and in domestic tax rates are probably among the most 
important. Price controls were also important in a number 
of countries in the aftermath of 1974-1975 and these 
were often used both to slow down the rate at which 
the increase in crude prices was passed on to final products 
and to secure a differential impact on final product prices 
for social reasons. However these differences among 
countries are less important for the purposes of this note 
than the broad similarity in the time trends. 


A noticeable feature of the indices of real petrol prices 
is the large degree of annual fluctuation which they 
exhibit between 1973 and 1979.31 Not only the annual 
(year-on-year) rate of change but also the direction of 
change is highly variable. The only country among those 
listed in table 2.7 where the annual change in the real price 
had the same sign for three consecutive years is the 
United Kingdom, where it was negative between 1976 and 
1978 (inclusive). This high degree of annual fluctuation 
in real petrol prices is clearly important in any discussion 
of whether the “price signals” to consumers are likely 
to be effectual in securing allocative adjustments. 


Taxes and duties on petrol are, in most west European 
countries, specific rather than ad valorem, as is the case 
also with motor vehicle taxes and licences. Frequent 
adjustment of such taxes is often administratively in- 
convenient while periodic changes, being highly visible, 
are usually politically unpopular. Thus with high rates of 
inflation the real burden of such taxes tends to fall 
sharply. The text table on the next page demonstrates 
this in the case of retail petrol prices for members of the 
European Economic Community. The proportion of the 
final sales price taken by tax has fallen sharply in most 
countries between 1973 and 1979. The movement has 
been significantly checked in recent years only in Denmark 
and, to a lesser extent, in France. Comparing 1 January 
1973 and 1 January 1979, the rise in retail petrol prices 
including tax averaged about 13 per cent for the eight 
countries shown, but excluding tax the average increase 
was 52 per cent. The use of specific rather than ad valorem 
duties has therefore had an important effect in restraining 
the rate of growth of petrol prices paid by the final 
consumer. 


THE REAL PRICE OF PRIVATE TRANSPORT 1972-1979 


Since the demand for petrol is only derived from the 
demand for private motor vehicle services, the relevance 
of the price of petrol relative to the total consumer price 
index depends on it being a valid proxy for the real costs 
of running a private motor vehicle. The use of such a 
proxy in econometric analyses of the demand for petrol 
is widespread, but it involves two implicit assumptions: 
(a) that the price of petrol and the other costs of running 
a private vehicle move together over time, and (b) that 


31 The standard deviation of the annual (year-on-year) change 
ranges from 2.5 to 4.7 times the mean annual change between 


1973 and 1979 (for the countries for which the dat iven i 
table 2.7). ata are given in 
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TABLE 2.7 


The retail price of petrol relative to the consumer price index 
(1972 = 100) ® 


er ee ae и ee 


Country 


1978 1979 (I-IX) 


a ee es 


Аа Fae. se Be 101.8 133.3 
DenmarkiDa seen ee ae 
Rrancess<. hari оса: 96.7 119.9 
Germany, Federal 

Republic ой. 105.0 118.1 
tal ype erate ee evs onic nes 94.4 126.8 
Sweden incase. sce 102.2 114.0 
Switzerland===-=......0. 96.1 112.2 
United Kingdom® ....... 97.5 117.8 


126.2 129.8 123.7 119.6 121.8 
100 102.8 101.6 9725 106.3 
111.7 110.6 118.8 118.8 122 
110.7 113.7 106.4 106.6 110.6 
121.0 140.1 147.1 131.1 119.2 
111.0 112.9 104.4 106.9 116.9 
106.8 108.2 104.0 99.5 TVS е 
126.4 115.4 106.3 92.9 108.4 1 


SY 


Source: National consumer price indices. 


в National indices of various base-weight years converted to same reference base. There is some variation in national definitions in 
that some countries include motor oil with petrol and others do not. 


> 1975 = 100. 

© Deflator of consumers’ expenditure. 
¢ January-August. 

© January-October. 


{ Estimates based on retail price index for January-November (detailed table as given in Department of Employment, Employment 


Gazette, London, HMSO: monthly). 


the price of public and other means of transport increases 
at the same rate as the total consumer price index.** 


Table 2.8 shows for a number of countries an index of 
the costs of running a private motor vehicle deflated by 
the consumer price index.** The broad trends are similar 
to those of the petrol price indices: a sharp rise in the 
real price in 1974 or 1975 followed by a decline to 1978 
and then an upturn in 1979. France and Sweden are 
exceptional in that there has been a steady rise in the real 
cost of private transport since 1976 and 1977 respectively, 


32 Insofar as private motoring is a pure leisure activity, the latter 
assumption also implies that the price of leisure substitutes rises 
in line with the total consumer price index. 

33 The definition of these costs is not internationally comparable, 
but the focus of attention here is on changes over time in each 
country. 


while in Austria the weakening after the sharp rise in 
1974 has been small. However it is clear from a com- 
parison of tables 2.7 and 2.8 that the two series do not 
move together very closely: the annual changes are 
often very different and there is little evidence of a 
coherent lag structure between changes in petrol prices 
and non-petrol motor costs. Indeed, it appears that the 
movement of non-petrol costs has tended to dampen 
fluctuations in the petrol price: total motoring costs 
have risen (fallen) less than annual increases (decreases) 
in petrol prices. The coefficient of variation about the 
average (year-on-year) change between 1972 and 1979 
is greater for the petrol price than for the total cost of 
private transport in Italy, Sweden, Austria, the United 
Kingdom and France; the reverse is true in the Federal 
Republic and Switzerland, but in these countries the 
average annual increase in the real cost of private trans- 
port has been marginal (+ 0.1 per cent). 


Ratio of index of retail petrol prices including tax to index of retail petrol prices excluding tax 


(1970 = 100) 
1973 1974 1975 1976 1977 1978 1979 

Belgim Na. ss. o% wee he oe 127.6 98.7 72.3 66.8 65.7 74.1 67.8 
Denmiarki), Acieerl. eee 85.5 87.0 84.9 94.0 96.6 107.2 105.8 
France ys ..teicsiatet ects 88.7 78.0 5 55.6 63.7 63.5 80.2 
Germany, Federal 

Republic: ой. из се 101.3 82.1 72.6 70.1 69.0 69.5 66.3 
и ОМ 94.1 73.5 68.1 61.7 77.8 77.4 77.4 
Е О ой 97.4 75.3 78.0 65.1 69.9 70.4 72.3 
Netherlands о... 115.3 82.3 89.2 15:5 79.4 81.6 75.0 
United Kingdom .......... 82.1 60.7 55.8 54.0 53.6 53.5 54.8 


ee 


Source: Commission of the European Communities, European Economy, November 1979, table 10.5. 
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TABLE 2.8 


The running cost of private vehicles relative to the consumer price index 
(1972 = 100) ® 


a 


Country 1973 1974 1975 1976 1977 1978 1979 (I-IX) 
2th Shed Seen Е ee ee ee 
Аба 102.5 116.5 114.4 115.5 115.6 114.4 114.9 
а ease eens 103.3 107.7 109.4 110.0 107.7 107.8 aye 
Denmark: Оооо 97.1 99.6 96.2 95.4 96.9 98.2 101.4 
Bintan die Оооо оса 100.9 108.1 101.4 104.5 105.4 106.5 105.44 
PTANGEC: с По 97.4 106.0 104.4 105.2 107.5 110.0 112.8 
Germany, Federal 

Republiciofweees.. aoe 100.5 103.1 98.5 98.3 96.8 97.2 99.3 
Ltalyaew. «eee eee 100.7 120.0 118.0 130.7 135.3 128.2 125.0 е 
Swedenitar sce eer eee 99.4 104.8 105.7 112.1 110.6 114.2 118.2 
Switzerland Generate 99.5 103.9 99.0 99.0 97.1 95.7 99.3 1 
United Kingdom” ....... 99.1 108.3 113.6 107.8 105.7 99.4 108.3 & 


Source: As for table 2.7. 


® For most countries the above index was constructed by the secretariat by weighting together relevant individual components of the 
national consumer price indices. National indices of various base years were converted to the 1972 reference base. The coverage and 
definition of “running costs of private transport” are not internationally comparable. 


> Deflators of consumers’ expenditure. 


© 1973 and 1974 estimated by secretariat. Up to 1974 the official index does not separate the cost of running vehicles from the (capital) 
cost of new cars. 


4 Based on official estimates for the year. 
© January-August. 

t January-October. 

8 As for foot-note f in table 2.7. 


TABLE 2.9 


Change in selected components of the running cost of private vehicles 
(Percentage change over previous year) 


Country 1973 1974 1975 1976 1977 1978 1979 

Austria 

О ican rotates Poche р И сие 9.5 43.4 2.6 10.4 0.7 0.1 5.1 

Керра ое ree 13.9 19.2 18.3 6.4 8.4 4.2 5.3 

Тизигапсе ап ах ее 8.4 13.7 1.4 8.0 8.3 Sell 0.8 
Germany, Federal Republic of 

Petrolses Veet Geek И: оса one Bee 12.3 20.2 —0.7 7.3 —2.6 27 ТЯ 

Repaitsh 29 уносит. Пора 9.0 9.4 Tae: 6.1 Sth 6.6 6.2 

Тотал 5.3 2.3 —3.3 0 10.1 1.1 8.3 

а а 0 0 0 0 0 0 0 
Sweden 

Petrol Pedr Reet oe eon ae ies aor oe 9.1 PT 6.8 1233} 2.9 12.8 17.2 

Кора ее а oe 4.2 11.3 14.3 22.9 16.5 14.8 6.4 
Switzerland 

Petrol ИИ are a ane TATOO ет 4.5 28.2 1.5 3.1 —2.5 —3.4 15 

Вера ти 13.7 9.7 8.1 955) 2.2 2.9 2.3 

Insurance О ae ho aero 16.9 1.3 —7.0 0 0 3.0 S24 

WAX” И И а 7.8 3.6 0 0.7 3.0 0 0 
United Kingdom ® 

а О О ос а ое. 6.0 41.7 32.6 5.5 6.0 —5.4 32.3 

Я О р и а 0.1 0.3 39.3 14.3 18.4 5.4 0 

О о р 13.1 life? 221 16.5 22.0 1252 15.2 


Source: National consumer price indices. The definitions of the components are not necessarily comparable between countries. 


= Deflat р i i i il pri 
ovo ee rl of consumers’ expenditure, except for 1979 which are based on changes in retail prices for January-November over same 
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For the countries discussed here the rise in the real 
cost of private transport has been relatively small and 
in general the average annual change between 1972 and 
1979 has been less than the average increase in the real 
price of petrol: the exceptions are Italy, where private 
transport costs rose more than the real petrol price, and 
Sweden where they have risen more or less in line. In 
the Federal Republic and Switzerland private motoring 
in the first three quarters of 1979 was slightly less expens- 
ive, in real terms, than it was in 1972; and for most of 
the other countries (Italy excepted) the average annual 
increase has been less than 2} per cent a year. Comparing 
only the changes between the end years of 1972 and 1979, 
the real cost of private transport still rose much less than 
that of petrol in all countries except Italy and Sweden 
(where it rose more than the petrol price) and the United 
Kingdom (where the increases were about the same). 


This is somewhat unexpected insofar as the non-petrol 
costs of running a private car refer largely to service 
inputs, namely, repairs and maintenance, and insurance. 
Productivity growth in services is generally thought to 
rise less than that in the manufactured-goods sector and, 
given that differences in the growth of wages are also 
observed to be much less than differences in productivity 
growth, the general expectation is that there will be an 
underlying tendency for the prices of services to rise 
faster than those for goods. By applying this argument to 
the private transport sector alone the expectation would 
be that total costs would tend to rise faster than the price 
of petrol alone. 


A detailed analysis of the components of private 
motoring costs is not really possible on the basis of 
consumer price indices as published but the available 
detail for five countries suggests that the preceding argu- 
ment has some validity. The price indices for repairs *4 
(table 2.9) have generally risen faster than those for petrol 
—and since spare parts are usually included in repairs, 
the rise in the actual price of repair and maintenance 
services is probably understated. However, the rise in 
petrol and repair costs has tended to be offset, in relative 
terms, by insurance premiums and by motor vehicle and 
other taxes. (In the Federal Republic of Germany and 
Switzerland these two items carry a weight in the consu- 
mer price indices of just over a quarter of the total 
running costs of running a motor vehicle. The weight 
of vehicle taxes is about 10 per cent of total costs in the 
Federal Republic, Switzerland, and the United Kingdom.) 


THE IMPORTANCE OF PETROL 
IN TOTAL PRIVATE MOTORING COSTS 


In the national consumer price indices used here, and 
for those countries where petrol is distinguished from 
other costs, the importance of petrol in total running 
costs of private vehicles ranges from 35 to 38 per cent in 
the Federal Republic of Germany, Austria and France, 
to 44-46 per cent in Switzerland and Denmark, and to 
53 per cent in the United Kingdom. Little importance 
should be attached to these differences since they are 
obviously affected by differences in definition and coverage 
of the relevant indices. Neverthless, they indicate, in 
broad terms, that petrol may account for between a third 
and somewhat over two-fifths of total running costs. 


84 The definition of these individual components varies among 
countries. 


Since non-petrol costs are not always completely covered 
in the indices, the shares of petrol in total costs are 
probably overstated. 


Consumer price indices do not of course include 
depreciation in total running costs, but when it is taken 
into account then of course the relative importance of 
petrol falls sharply. Depreciation rates are subject to 
variable accounting conventions and tax rules as well as 
the model of car and the extent to which it is used, so it 
is not possible to present here a detailed comparison for 
all the countries covered elsewhere in this note. Neverthe- 
less, calculations for two car models in Switzerland may 
illustrate the point. For 15,000 kilometres travelled a year, 
it can be seen from table 2.10 that the relative importance 
of petrol is less than a third of total running costs for the 
small car and less than a quarter for the larger one. It is 
well known of course that the smaller the relative import- 
ance of a given input in total costs the less sensitive is 
demand for that input likely to be with respect to changes 
in its price. However the theory of the firm suggests that 
an increase in the price of one factor input will stimulate 
innovations which will economize in the use of that input. 
By analogy the private motorist might be expected to 
switch to cars which consume less petrol, to drive more 
slowly, maintain the efficiency of his car engine and so 
forth. But it is not clear that the theory is correct in its 
forecast of where the innovation will take place: it may 
be that when the price of one input increases the firm 
(or the motorist) will seek the easiest way to reduce total 
costs, which may imply economizing on a different input. 
Thus an increase in relative petrol prices may lead not to 
efforts to reduce petrol consumption per kilometre but, 
say, to reduce expenditure on upkeep and repairs.*® 
Casual evidence suggests that car manufacturers may in 
fact have reacted in this way, at least in the five years 
following October 1973: although manufacturers’ adver- 
tising stressed fuel economy in their new models, equal if 
not greater emphasis has been placed on greater reliabil- 
ity, reduction of regular servicing requirements, longer 
guarantees, etc. This argument has important implica- 
tions for policy, for an increase in the real price of petrol 
(whether the result of OPEC policy or of tax policy in the 
importing country) will not necessarily lead to much 
progress in reaching the basic objective which is a reduc- 
tion in oil imports. There is here a difference in private 
and social benefits: the benefits of reduced dependence 
on oil imports is not necessarily reflected in the price of 
private transport, the total cost of which the motorist 
wishes to minimize rather than just his petrol bill. 


PUBLIC TRANSPORT 


The case for subsidizing public transport has long been 
accepted by market economists because of the existence 
of scale and external economies. The possibility, suggested 
above, that the social benefits of reducing oil imports 
may not be reflected in the price of private transport is 
another argument in favour of such subsidies: railways 
and buses consume considerably less petrol per passenger 
per kilometre than the private motor car and so some 
substitution of the former for the latter would, ceteris 
paribus, lead to a reduction in petrol consumption. 


35 It will be noted from table 2.9 that the costs of repairs and 
maintenance in fact rose faster than the price of petrol between 
1972 and 1979 (between 1972 and 1978 in the United Kingdom). 
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TABLE 2.10 


Petrol and upkeep and repairs as a percentage of total running costs, 
including depreciation, in Switzerland, August-September 1979 


(Percentages) 


a &8&—&—&®эышШ—8—8—8———д—д—д_дд_дд_ддддддддддд— 


Engine Kilometres per year 
Model (em) 10,000 15,000 20,000 30,000 40,000 50,000 
Citroén Visa Club...... 652, Petrol 25.3 29.9 93.5 38.0 39.8 41.8 
Upkeep 16.1 18.9 21.2 24.1 25.2 26.5 
Violvor265iGI are 2664 ~~ Petrol 18.6 23.2 26.5 30.8 83.2 35.3 


Upkeep 14.6 18.2 20.8 24.2 26.1 PAA 
oe en ee ee К eee en ee 


Source and note: The data above are derived from running costs for the two models given in Touring Club Suisse, 
Touring, Nos. 33 and 39, 1979. The TCS calculations assume amortization of 12 per cent a year plus 2.5 per cent 
depreciation per 10,000 km, and interest charges of 2.25 per cent on half the initial capital cost. Cantonal tax (for 
Zurich) is included, and the insurance coverage is for both models the same. Apart from re-arrangement, the only 
modification adopted here was to re-calculate the costs for the Citroén using the same petrol price as for the Volvo, 
namely 110 ct per litre of super. 


TABLE 2.11 
The price of public transport relative to the consumer price index 
(1972 = 100) 
Country 1973 1974 1975 1976 1977 1978 т 
Аа ONE Es os o cae On 6 95.3 89.0 88.3 85.8 88.2 91.0 95.6 
Ва 99.3 92.7 88.2 89.9 92.9 97.2 ae 
IDenmartkv wre tron 98.7 99.7 101-05 96.7 90.3 88.3 86.7 
inland er cae eran 95.6 96.2 94.9 99.6 101.5 102.4 102.3 
Еталсе о ое 98.8 97.2 96.0 98.3 96.3 98.7 103.1 
Germany, Fed. Rep. of 101.8 103.6 109.1 110.9 112.0 115.5 115.3 
Italy , ба ace oe 99.3 124.8 126.9 120.6 126.2 129.0 136.1 
Зее passers or: 99.0 94.7 97.6 98.7 97.6 98.3 93.7 
Switzerland, sseme dee eee 93.0 95.1 92.4 93.7 98.5 100.4 97.4 
United Kingdom? ....... 96.6 91.7 98.2 108.2 107.5 112-2 110.2» 


Source: As for table 2.7. 


Note: Definitions are not necessarily comparable among countries. Some sources refer only to “transport provided by third parties” 
so that, for example, taxis and private bus companies are also included. 


® Bus, tram and rail transport only. 
> From retail price index, first eleven months. 


TABLE 2.12 
The running costs of private vehicles relative to the price of public transport 
(1972 = 100) 
иди 
Соитту 1973 1974 1975 1976 1977 1978 ао 
ое оо. 
Austria лено. SR 107.6 131.0 129.6 134.7 131.2 12557, 120.2 
Ват то оли 104.1 116.3 124.1 122.2 115.9 110.9 a 
Denmark GRA ho И. 98.4 99.9 95.3 99.0 107.7 111.7 117.2 
Finland ice а Sekt ae 105.5 1129 106.8 104.9 103.9 103.9 103.0 
и в hon. cette aor 98.8 109.2 108.8 107.2 111.7 111.5 109.6 
Germany, Federal 
НЫЙ боровой 98.6 99.6 90.3 88.6 86.4 84.2 86.1 
т о енот 101.4 96.2 93.1 108.5 107.3 99.5 91.9 
Sweden а 100.5 110.6 108.3 113.5 113.3 116.2 126.1 
Switzerland Ae Be rest tet 107.1 109.4 107.2 105.9 98.5 95.3 101.9 
United Kingdom .......... 102.8 118.2 115.7 99.8 98.4 88.7 98.2 


Source: Tables 2.8 and 2.11. 
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However, table 2.11 shows that the price signals to 
consumers have not always been set to encourage such 
substitution. 


The price of public transport 36 relative to the total 
consumer price index fell in 1974 and 1975 in Austria, 
Belgium and France (quite sharply in Austria) but else- 
where either the real price rose or fluctuated from one 
year to the next. After 1975 the real price of public 
transport has tended to rise everywhere except in Den- 
mark (where there has been a persistent decline since 
1975). Nevertheless, in 1978 public transport was still 
cheaper, in real terms, than in 1972 in Austria, Belgium, 
France, Denmark and Sweden, and was unchanged in 
Switzerland; with the exception of France, the same state- 
ment appears also to be valid for 1979. 


Table 2.12 compares directly the relative cost of private 
and public transport. Although there was a sharp increase 
in the relative cost of private transport in most countries 
in 1973-1975 it was soon followed by a fall, in several 


36 The series are taken from the national consumer price indices. 
These sometimes refer to “transport provided by third parties” 
so this is not always public transport in the strict sense of being 
provided by a public authority. Such definitions would also 
include taxis, air transport, etc. 


cases a substantial one. Compared with the position in 
1972, private transport in 1978 and 1979 was relatively 
more expensive than public transport in half of the coun- 
tries discussed here, but with the exception of Denmark 
and Sweden the tendency has been for the price competi- 
tiveness of private transport to improve. The situation 
in the Federal Republic of Germany, Italy, the United 
Kingdom and, to a lesser extent Switzerland, is striking. 
Relative to public transport, private motoring costs fell 
16 per cent between 1972 and 1978 in the Federal Republic 
and 11 per cent in the United Kingdom. The fall in Italy 
is particularly noticeable since, as shown above, it is the 
only country where there has been any significant increase 
in the real cost of running a private motor vehicle (relative 
to the consumer price index). In the first three quarters 
of 1979 there was some (slight) check to the falling price 
competitiveness of public transport in the Federal 
Republic, Switzerland and the United Kingdom, and a 
further improvement in Denmark and Sweden. However 
in Austria, Finland, France and Italy the tendency was 
still in favour of private transport.®” 


37 On some of the policy implications of this section see below, 
section 4 (iv), pp. 57 et seq. 


3. FOREIGN TRADE 


Western Europe’s trade and current balances deteriorat- 
ed throughout 1979, largely as a consequence of rising oil 
and other commodity prices. In the first three quarters 
of the year the region’s combined trade deficit amounted 
to $21.7 billion, compared with $4.3 billion in the same 
period of 1978.38 A further marked increase in the deficit 
occurred in the fourth quarter. Prices of oil and other 
commodities continued to rise in the early part of 1980, 
but these price movements have become increasingly 
erratic and unpredictable, both in size and in their impact 
on trade balances. 


Oil prices have now been rising for over a year, but 
developments in world oil markets have frequently been 
confused as OPEC’s unified pricing system disintegrated. 
Spot oil prices began to strengthen towards the end of 
1978, ahead of the expected increase in the OPEC price. 
This was raised by 5 per cent from 1 January 1979 and 
further moderate increases were to be made at the beginn- 
ing of each quarter. But disruptions to Iranian supply, 
together with higher demand in the industrial countries 
(as a result of the exceptionally cold winter), brought 
about a tightening in the world oil market and a steep rise 
in spot prices during the first half of 1979. Producer prices 
began to diverge as special surcharges were imposed: 
at the end of June 1979, OPEC agreed to operate a two- 
tier price system, with prices of crude oil ranging from 
$18 to $23.50 a barrel. The average price of about $20.50 
a barrel resulting from this agreement was some 60 per 
cent above the 1978 level. But spot prices remained well 
above the OPEC price range—in part because of the 
uncertainty about future supplies—and some of the 
producing countries diverted more of their exports to 
this market. 


During the last quarter of 1979 certain producers 
raised their prices again, in some cases above the ceiling 
agreed by OPEC in June. On the eve of the OPEC 
Ministerial Meeting in December, Saudi Arabia raised 
its prices by $6 a barrel to $24 a barrel (backdated to 
1 November), in the hope that this would be accepted 
within OPEC as the new “marker” price. But the meeting 
ended without agreement and OPEC abandoned what 
remained of the unified pricing system: each of the 
member countries was left to set its price without any 
reference point. By the end of 1979, prices varied from 
$24 a barrel for Saudi Arabian crude to about $32 a 
barrel for the higher quality light crudes from Algeria 
and Libya. The weighted average was more than double 
the level of a year earlier. 


In an attempt to restore greater order to the pricing 
system by bringing its prices more in line with those of 
other producers, Saudi Arabia announced, at the end of 
January 1980, an increase in the price of its light crude 
from $24 to $26 a barrel, backdated to 1 January. This 
move, however, was immediately followed by four Gulf 


38 Here and elsewhere in this section, trade balances are crude 
balances (imports c.i.f., exports f.o.b.). 
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States raising their crude oil prices by about $2 a barrel 
(also backdated to 1 January), thereby restoring the 
differentials that Saudi Arabia had been trying to reduce. 
At the beginning of February, further increases were 
announced by Iran (by $2.50 to $31 a barrel); Venezuela 
($1.42 to $28 a barrel); Nigeria ($4 to $34 a barrel); 
Algeria ($4.21 to $34.31 a barrel); and by Indonesia 
($2 to $29.50 a barrel). 


At the time of writing, there appear to be four basic 
tiers of prices: the benchmark price ($26 a barrel) set 
by Saudi Arabia; the moderate prices held by Venezuela, 
Kuwait and Iraq; the intermediate prices set by Indonesia, 
the United Arab Emirates and Qatar; and the “radical” 
prices imposed by Iran, Nigeria, Libya and Algeria.%® 
Prices range from $26 to $37 a barrel. 

The present international oil pricing system is thus 
somewhat chaotic and the course of future prices is 
unpredictable. Spot market prices, however, have come 
down markedly from the peak levels reached towards 
the end of 1979, in response to the easing of the supply- 
demand balance in the world oil market.*° This has come 
about for a number of reasons: OPEC output has remain- 
ed relatively high and production from non-OPEC 
countries has increased in recent months; growth of 
demand has been moderate, mainly as a consequence of 
the mild winter in the northern hemisphere; and stocks 
are exceptionally №128. Hence it is possible that prices 
in the near term might not rise any further and could 
even weaken somewhat. 


But the principal determinant of the underlying price 
trend is likely to be the development of production in 
OPEC and this remains the area of greatest uncertainty. 
Output could be reduced by supply interruptions of a 
non-economic nature, or certain of the producing coun- 
tries might decide to cut production to meet their perceived 
development requirements without regard to those of the 
consumers. Kuwait, one of the countries in the latter 
category, has already stated its intention to reduce crude 
oil output by a quarter from 1 April 1980. Venezuela, 
Indonesia, Abu Dhabi and Nigeria have also announced 
plans to cut production in 1980. Although an agreed 
OPEC reduction in output appears unlikely, a significant 
cutback could occur as a result of decisions by individual 
countries. 


Over the medium term, the world demand-supply 
balance could remain fairly tight, with obvious implica- 
tions for the price of oil. In several respects the present 
situation differs from that immediately after the 1973 


39 See Petroleum Intelligence Weekly, quoted in The Financial 
Times of 20 February 1980. 


40 In the past, the spot market played a marginal role, accounting 
for no more than 2-3 per cent of all transactions, but its importance 
increased greatly in 1979, when it is estimated that about a quarter 
of all OPEC supplies were channelled through it. 

—41 п December 1979, stocks in the market economies were at 
a record level in excess of 4 billion barrels, the equivalent of about 
eighty days supplies, 
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Imports of crude petroleum: increases in dollar unit values, 1979 
(Percentage change from December 1978) 


Importing country 


July August September October November December 
Belgium Heh eee Seek: Ces e 36 48 59 67 a ne 
ТЫ отр о о о И 54 52 64 97 73 
PM ATI Be dads wig areas diay ao haw 46 50 60 74 73 
Germany, Federal Republic of 50 54 62 66 73 
Ireland meetin eee es 27 44 43 a: is 
LEAN eae Been ts SANA os tn eae 36 46 54 Sil 59 
Netherlands Бос eeene ne cee 51 57 59 70 ee 
Е с АН 27 40 61 ИИ 75 
Sweden оне nee яя 55) 57 66 59 7 
Бе а и 51 84 76 84 83 ae 
UnitedsKinedomiyese вы 35 49 48 47 ay 59 


Source: Table 3.1 and national statistics. 


price rise. In the first place, there are now no major new 
oilfields about to be brought into production, in contrast 
to the earlier period (North Sea, Alaska, Mexico). 
Second, estimates of Saudi Arabia’s oil resources have 
been reduced considerably and its capacity for sustained 
higher production is now thought to be significantly lower 
than previously believed. In addition, OPEC’s domestic 
demand for oil is expected to rise appreciably over the 
next few years, reducing its exportable surplus. But the 
greatest contrast with the situation of six years ago is the 
apparently reduced possibility of developing and bringing 
into operation alternative sources of energy on a significant 
scale in the near future. There is obviously great uncer- 
tainty in this field, and also as regards the effect on demand 
of the latest price rises, but there would appear to be 
quite a strong possibility that the underlying trend of the 
real price of oil may be upward over the next few years. 
This could lead to a declining trend in the terms of trade 
of western Europe, a situation not seen before in the 
post-war period. 


Given the frequent changes and wide and varying 
disparities in oil prices in 1979, it is difficult to assess the 
present effect of oil prices on west European countries’ 
total import costs. The impact may well have varied 
considerably as between countries, depending on dif- 
fering sources of supply, product mix and reliance on the 
spot market. Table 3.1 shows monthly average values, 
in terms of US dollars, of imports of crude oil into west 
European countries, the figures being derived from 
national statistics. As would be expected, oil import costs 


were rising throughout the year, but with some substan- 
tial differences among countries in the rates of increase.*? 


Assuming a 10 per cent increase between November 
and December in unit values gives annual average 
(unweighted) figures for 1979 of $144 per ton for Norway, 
$146 per ton for Switzerland and $133 for the United 
Kingdom: these are equivalant to annual increases over 
1978 of 40 per cent, 31 per cent and 30 per cent respect- 
ively.** As the product mix of fuel imports varies greatly— 
both as between crude and the various categories of 
refined oil, and between petroleum and other forms of 
mineral fuel*4—there were large differences in the 
average rate of increase in the cost of west European 
countries’ fuel imports in 1979. Figures in table 3.2 
show the actual values of fuel imports up to the third 
quarter of 1979: increases over 1978 are given below. 
(These figures do not, of course, allow for any volume 
changes that may have occurred.) 


42 The relatively large but erratic figures for Switzerland are 
presumably due to that country’s comparatively heavy reliance 
on the spot market. 


43 See Economic Bulletin for Europe, vol. 31, No. 1, table 1.5 
for the 1978 figures. Figures from the United Kingdom trade 
statistics for 1979 show an increase of 19 per cent over 1978 in 
the sterling average value of crude oil imports, equivalent to a 
rise in the dollar value of about 26 per cent. See British Business, 
25 January 1980. 


441t is believed that the adjustment of competing fuel prices 
to OPEC price rises generally appears to be relatively rapid and 
widespread in the absence of Government controls. See OECD, 
Economic Outlook, December 1979, p. 41. 


Imports of mineral fuels (SITC 3) 
(Percentage increase in dollar values over corresponding quarter of 1978) 


1979 
First three 
01 02 03 quarters 

Аба ТИК ЕЕ ее: 16 42 66 42 
Belgium-Luxembourg ..........-++++005- 26 39 46 37 
Репа ео. 35 46 103 61 
ава. 18 43 89 55 
але е ее 21 31 61 37 
Germany, Federal Republic of ........... 26 59 82 55 
ера were ee lene Set rove tshal o's 0 eraoas ie eta 36 36 74 49 
IRAN, = Е o-A0 tie RONG Ag Oona 29 29 36 31 
Netherlands се ео. = 31 59 90 61 
МОЕаУ donancs ~sobUt а 16 46 97 52 
Sweden ....... AG, 5 SS 03. c ot See cite a 23 66 137 76 
Слева, ое еее 28 58 120 70 
United ат оу О ооо ОАО — 46 41 27 

Total western Europe 23 45 68 45 


ооо ооо ооо 


Source: Table 3.2. 
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TABLE 3.1 


Imports of crude petroleum:* unit values 
($ per ton) 


United 


Germany 
Belgium Denmark Finland Fed. Rep.of Ireland Italy Netherlands Norway Sweden Switzerland Kingdom 
en SS Е ee 


1978 
АИ counconancowoten.d.n cine 103.7 101.8 100.9 106.7 107.9 101.6 102.6 108.1 104.0 1140 105.7 
ебать 104.0 101.4 98.1 107.0 103.9 101.0 102.4 96.0 104.6 120.2 103.6 
Магов 102.9 100.1 97.5 107.0 102.6 98.9 103.1 103.5 1011 111.7 100:9 
Ар еее 104.1 102.0 103.7 105.9 99.4 101.0 103.1 100.4 101.0 110.1 100.8 
IM ES? sooo dopoeonDS6obd0 Rb OMaE 103.6 100.9 99.0 103.2 100.3 98.3 103.4 97.7 100.4 106.2 99.2 
JUNE reverie riers or ier eevee hier 100.6 100.4 98.9 103.7 104.5 101.0 101.1 103.6 100.4 108.4 102.9 
UU Moowion dsocosunnooadaooaonos 102.7 102.4 100.5 104.4 106.6 99.4 102.5 101.6 105.5 111.4 103.8 
ANTES oGsh os G80 8 00I0b ool DGDS 103.3 98.3 103.4 105.4 107.6 102.0 102.7 104.5) 102.3 105.5 104.8 
ПИ enc foie 103.5 100.1 102.1 104.6 107.1 99.9 102.0 106.4 101.7 105.7 103.5 
(9952 во 0005050698600 105.0 102.7 100.9 107.1 LOT толь 102.7 127. 108102.5 113.7 104.5 
Мост ее 102.9 102.8 97.4 105.4 101.2 97.0 101.3 94.9 oe 111 3500; 
December’. enn sees 101.4 102.1 99.7 107.7 106.3 100.7 101.6 103.2 38 109.0 103.3 
1979 
Запчагуе um coenon londeoeT 105.8 105.3 104.9 111.8 104.6 101.7 105.0 111.1 106.5 112.31 1034 
RODEUATY ое по eta 104.7 110.6 105.8 114.2 107.0 103.8 112.7 112.1 2113-4 12:9) 1039 
К ед сок УЕ 111.3 109.7 107.2 119.0 110.0 110.9 115.2 тб о ad 123.0 111.0 
ооо бро 112.0 113.5 118.6 132.4 10723 ise 122.2 11S 11029 122.8 i333 
IMENT Seog SSRIS ВИ 119.1 137.6 125.3 136.0 130.0 117.3 127.5 132.4 148.6 150.7. 120.3 
поить риа 125.4 139.6 124.3 146.3 117.9 12835 138.3 141.0 140.5 159. 222626 
JUlyataeit eae ен, 138.0 157.5 145.7 162.0 135.4 137.4 153.5 131.0 158.4 164.7 139.4 
АО tes ЕВА 150.4 155.7 149.4 165.9 153.4 147.2 160.0 144.4 160.0 200.3 154.3 
September ия оо. В 161.288167.288159:9 174.5 15235 915457) 162.0 166.0 169.6 191.51 1153.2 
Octobenss Suh. роты, Ее 169.0 201.5 173.3 179.0 a 152.4 173.0 176.3 161.8 РОО: 2 ola, 
Novem berg’ foci. soacreini tere « 176.1 172.6 186.6 160.6 181.0 180.6 199.6 157.3 


Sources: Derived from data in national statistics and converted to US dollars = SITC 331/ВТМ 2709. 
using rates in OECD, Statistics of Foreign Trade, Series A, Paris. 


TABLE 3.2 


Imports of mineral fuels (SITC 3) by quarters 
($ million) 


1978 1979 
01 02 Q3 04 01 02 Q3 

И ЕЕ ВАНИЕ 
АПЛ осо ь 393 374 434 502 457 532 722 
Belgium-Luxembourg ...... 1 359 1 299 1 360 1557 1710 1806 1979* 
Denmark ен 550 524 512 715 743 765 1041 
Finland)? em. 4... № 302 386 482 575 355% 553% 911* 
о с 4 059 3 786 3 753 4 306 4 912 4946 6 050 
Germany, Federal Кери БИс of 4775 4 454 4 736 5 530 6 025 7 08 8 596 
Ее ао пи 179 181 183 176 244 247 319* 
В ere ee 2797 3 074 3 166 4 404 3 617 3 957 4 301 
Netherlands e ener 1 963 1 928 2 039 2 408 2 573 3 075 3 874 
Norway. м 329 328 312 388 382 478 615 
Sweden ie eee 739 806 773 1 000 910 1 334 1 833 
Switzerlandiseeees see ee 461 456 499 503 591 721 1 097 
United Kingdom .......... 2 565 1 878 22255 2476 2567 2746 3 170 
Western Europe ........... 20 471 19474 20504 24540 25086 28240 34508 


Source: OECD, Statistics of Foreign Trade, Series A, Paris, February 1980. 
= National statistics. 
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Clearly, the initial impact of the 1979 oil price rises has 
differed as between countries very significantly. But in 
view of the markedly higher prices in the fourth quarter, 
the increase for 1979 over 1978 in terms of dollars would 
seem likely to be at least 60 per cent for most countries, 
and could be close to 100 per cent for some countries. 
The trade position in mineral fuels in 1978 was as follows: 


Foreign trade in mineral fuel (SITC 3) in 1978 
(Million US dollars) 


rr 


Crude 

Imports Exports Balance 
Ааа ee a a 1715 191 —1 524 
Belgium-Luxembourg ........... 5 986 1912 —4074 
Denmark И Re: eT ea: Se 2 303 298 —2 005 
Бнапал боль ар. а 1746 223 —1 523 
Branca о коек, acs aaee ah 15 937 2047 —13 890 
Germany, Federal Republic of ... 19567 4559  —15 008 
Mela passer risus coats ose 718 23 — 695 
ЛХ ооо о и 13 346 3295 —10051 
ет аа... м: 8 355 8 100 —255 
ОЗУ о... 1353 2058 +705 
о де ре rand 3 347 409 —2 938 
а о. 1924 21 —1 903 
UnitedsKingdomy, весь... 9 268 4 559 —4 709 
otal western Europe™....... -. 85 565 27695 —57 870 


Sources: UN, Commodity Trade Statistics, Series D; OECD, Statistics of 
Foreign Trade, Series A, September 1979. 


Allowing for the fact that the United Kingdom’s 
import dependence on oil was reduced sharply between 
1978 and 1979,45 a 60 per cent increase in average prices 
in 1979 would have added some $33 billion to western 
Europe’s total import costs, while an 80 per cent increase 
—which might be considered near the upper end of the 
range for western Europe as a whole—would have added 
about $44 billion. This compares with an increase of 
$31 billion in net fuel imports between 1973 and 1974. 


Althought prices of several important non-oil com- 
modities have been extremely volatile during the past 
year, the underlying trend of the index has been upward. 
This trend began in the autumn of 1978, in response to 
increased demand for industrial raw materials. Temporary 
supply constraints affecting a number of commodities 
kept prices rising during the early months of 1979 and, 
although prices tended to ease in the summer, the rising 
trend resumed towards the end of the year. One factor 
was stockbuilding in some industrial countries (see 
section 1 of this chapter). In addition, prices of certain 
agricultural commodities were affected by unfavourable 
supply developments in the second half of 1979. Changes 
in the market prices of the principal commodity groups, 
from the low point in mid-1978, to the end of 1979, are 
summarized below. 


45 The trade deficit in oil, on a balance-of-payments basis, 
was cut from £2,022 million to £804 million. 


Prices of non-oil commodities, in terms of US dollars 
(Percentage changes at annual rates) 


Second half First half Second half 
1978 1979 1979 
КО 8.3 20.8 66.6 
Tropical beverages ........... —2.2 27.8 —1.0 
Vegetable oilseeds and oils .... 13.4 21.2 —27.6 
Agricultural raw materials..... 20.2 34.2 4.0 
Minerals, ores and metals ..... 25.4 34.2 16.8 
о cic ee eet 10.8 29.0 12.6 


Source: UNCTAD, Monthly Commodity Price Bulletin, January 1980. 


For 1979 as a whole, much the biggest increase was 
for food, the index rising 47 per cent in the twelve months 
to December, the greater part of this increase occurring 
in the final four months. Prices of wheat, maize and rice 
were all higher, but the biggest increase was for sugar, 
the indicator price under the International Sugar Agree- 
ment rising 87 per cent over the year and 69 per cent 
between August and December, reflecting an unexpected 
improvement in the balance between supply and demand. 
The US Department of Agriculture estimates that world 
sugar output will be 3.3 million tons lower than consump- 
tion in 1979/80, resulting in a substantial decline of world 
stock for the first time since 1974.46 


However, sugar has a very big weight in the UNCTAD 
price index (29 per cent in food and beverages, and 52 per 
cent in food alone) and this almost certainly overstates 
the effect of food price rises on west European import 
costs in 1979. For instance, the United Kingdom unit 
value index of imports of food, beverages and tobacco 
(SITC 0 + 1) in December 1979 was only 4.9 per cent 
higher than in the fourth quarter of 1978; the average 
value index of the Federal Republic of Germany’s 
imports of food and live animals was only 2.9 per cent 
higher in the third quarter of 1979 than in the final 
quarter of 1978 and France’s index for products of food 
and agricultural industries rose by only 6.1 per cent in 
this period.*’ 

The impact of higher prices of industrial raw materials 
on western Europe’s import costs is likely to have been 
greater than that of food. The text table on the next page 
indicates, for selected countries, how import costs were 
rising in 1979. 

During the first two months of 1980, certain commodity 
prices have displayed a volatility reminiscent of the 
1973-1975 commodity price cycle. Between December 
1979 and 12 February 1980, The Economist dollar com- 
modity price index rose 10.6 per cent (and the sterling 
index by 6 per cent): the index of industrial materials 
increased by one-fifth and the metals index by one- 
quarter. But prices came down sharply during the fol- 
lowing week, the over-all index falling 3.4 per cent and 
the metals index by as much as 5.5 per cent. These excep- 
tional swings were attributable largely to a few commodi- 


46 See IMF Survey, 4 February 1980. 

47 To some extent, these relatively small increases may be due 
to the lag between changes in market prices and corresponding 
changes in import unit values. See article on this topic in Economic 
Bulletin for Europe, vol. 30, No. 1. 
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ties. The most spectacular increase was for sugar, the 
rise in the final months of 1979 accelerating in the first 
six weeks of 1980: by mid-February the London daily 
price for raw sugar was some 60 per cent above the level 
at the beginning of the year although it subsequently 
fell very sharply. The spot price of rubber in London 
followed much the same path, rising over 30 per cent 
during the first six weeks of the year and then declining 
in mid-February. The price of copper on the London 
Metal Exchange increased by one-fifth in January, 
taking it close to its all-time peak reached in 1974, but 
also then fell steeply. 


Imports of raw materials:* changes in average values 
in terms of national values 


(Percentage changes over corresponding quarter of 1978) 


1979 
01 02 03 
Belgium (crude materials) ............. —0.9 ThE 17.6 
Denmark (industrial supplies).......... 3.4 7.7 10.9 
Finland (industrial raw materials) ...... 7.0 9.8 18.7 
Germany, Fed. Rep. of 
(стодежта ела) ее. 1.0 Й. OTS: 
Netherlands (raw materials 
and semi-manufactures) ............ 1.9 8.6 15.2 
Norway (raw materials) .............. 6.2 Ме 112.3 
Switzerland (raw materials 
and semi-manufactures) ............ —6.6 —12.4 12) 
United Kingdom (basic materials) ..... 8.5 10.7 9.0 
United States (crude materials) ........ 4.2 16.7 46.2 
Japan (raw materials) ................ 2.2 27.1. 52.6 


Sources: OECD, Statistics of Foreign Trade, Series A, January 1980, and 
national statistics. 


= The coverage for each country is given in the stub. 


These price movements were due in only small part to 
factors affecting the basic position of the commodities: 
the supply-demand balance for sugar, as mentioned 
above, improved towards the end of 1979; rubber has 
been boosted by improved competitiveness with its 
oil-based synthetic competitor; and LME warehouse 
stocks of copper have been falling for some time. The 
main factor behind these recent price fluctuations has 
been speculation. This was most apparent in the gold, 
silver and platinum markets, where prices over the past 
few months were pushed up to remarkable levels. But in 
January, when gold reached a level that appeared to be 
unsustainable, at least in the near term, speculative 
interest switched to other commodities. 


This upsurge in speculation in commodity markets 
reflected a number of developments: continuing uncer- 
tainty over oil supplies and prices; increased international 
tension; rising inflationary expectations; and the prospect 
of an enormous and potentially destabilizing OPEC 
current account surplus. Some part of the latter may 
already be finding its way into purchases of non-oil 
commodities in the absence of attractive financial assets 
in which to invest surplus funds. Whether such purchases 
are termed investment or speculation would seem to 
depend on the length of time they are intended to be 
held. But as such commodities do not yield any interest, 
they are only purchased in the expectation of capital 
appreciation; such appreciation can be brought about, 
at least in the short to medium term, by such purchases, 


so there is now a prospect that the trend for prices of 
certain raw materials—basically industrial raw materials 
which can be stored for lengthy periods—may be upward 
over the next few years. This is much less likely to 
apply to the main foodstuffs and beverages: for these 
commodities, for most of which present supplies are 
sufficient, prices seem unlikely to rise much in the near 
term (medium-term price developments, of course, are 
determined mainly by fluctuations in supply, which by 
their nature are unpredictable). 


As a consequence of higher commodity, and especially 
oil, prices, western Europe’s terms of trade worsened 
considerably in 1979: by the third quarter they were some 
4 per cent lower than a year before and a further decline 
took place in the fourth quarter.** Particularly big 
deteriorations were experienced by Denmark, the Federal 
Republic of Germany and Switzerland (the terms of 
trade having been highly favourable in 1978). But all 
other countries recorded some- decline in this period 
except for Norway and the United Kingdom, which 
benefited from rising North Sea oil production and, in 
the case of the United Kingdom, from an appreciating 
exchange rate. 
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The growth of western Europe’s import volume 
accelerated sharply in 1979, reflecting in part the increase 
in stockbuilding. In the first three quarters of 1979, 
import volume increased by around 10 per cent over the 
same period of 1978. Particularly fast growth was recorded 
by Finland (some 18 per cent in this period, but still 
below the 1975 level), Ireland, Italy and Sweden. 


By contrast, export volume was only slightly above 
the 1978 rate of growth and appreciably below that for 
imports. An important factor in this relatively slow export 
growth was the fall in exports to the oil exporting coun- 
tries, the value of western Europe’s combined exports to 
this group of countries falling by 3 per cent.®! The effect 
of the contraction of import demand in this market 
—which was concentrated mainly on Iran to which 
exports fell by $4 billion 5*—varied among west European 
countries, depending in large part on the relative import- 
ance of this market. 


8 The downturn in economic activity in the developed market 
economies in 1980 might have been expected to result in a signifi- 
cant weakening of prices of industrial raw materials. But it is 
thought that primary commodity prices are now less responsive 
to weak demand conditions because of the effects of energy prices 
on cost structures, the slow expansion of capacity over the past 
five years, and the low level of producers’ stocks: see OECD, 
Economic Outlook, December 1979, p. 38. 

* The terms of trade losses in this period were even greater for 
the United States (—6 per cent) and, especially, for Japan (—22 per 
cent), the latter being highly dependent on imported fuel and raw 
materials as well as suffering from a very marked currency 
depreciation. 


5° For a detailed description of developments in the first half 
of ты see the Economic Bulletin for Europe, vol. 31, No. 1, 
chapter 1. 


51The GATT Secretariat estimate that the dollar value of 
OPEC’s total imports in 1979 fell by 4 per cent. See GATT press 
release of 15 February 1980. It has also been estimated that the 
volume of OECD’s exports to OPEC fell by 11 per cent in 1979. 
See OECD, Economic Outlook, December 1979, table 25. 


ae to Nigeria also fell in this period (by about 30 per 
cent). 
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West European countries’ exports, in terms of dollars 


Re eee ee eee eee ne Se MY ROMAIN IE! ett MOAN Vy 


To oil exporting countries;* To Iran 
January-September И Percentage $ и 2 Ss ре ; 

Exporting country 1978» 1979 changes P1978 + F079 > а 
Е SS ЗИ вы bs ЗА р. 
Аа ни ООН 5. 439 (5.1) 445 1 89 43 —52 
Belgium-Luxembourg .......... 1533 (4.9) 1 638 a 255 85 —67 
Denmark RT. eReader EPR hs Mad ate 433 (5.1) 387 —11 68 62 —9 
Rinlandsiaa% - ое os 251 (4.2) 284 13 71 24 — 66 
IBEANICED А: ache рае Se os 4590 (8.0) 4914 7, 702 271 —61 
Germany, Fed. Вер. of ......... 8729 (8.6) 7 501 —14 2 478 935 —62 
Ireland бо ао ar ee 156 (3.8) 193 24 24 15 —38 
Tikal yr sete sete re soins as cock, sok 4719 (12.7) 5 249 11 791 253 — 68 
INetheriands mee ocuceur otc ce 1813 (5.0) 2117 17 235 157 —33 
ное 138 (1.9) 176 28 21 12 —43 
усе case eee г там 746 (4.9) 941 26 159 39 —75 
Switzerland. ats, и ии ane 1406 (8.4) 1 188 —16 302 137 —55 
nitedtKingdom С та 6 453 (12.4) 5 411 —16 1 078 336 —69 
WY esterniuroper.. тво... 31406 (8.2) 30 444 —3 6 273 2 369 —62 


SS 


= For coverage see table 3.3. 
> Percentage of indicated country’s total exports in brackets. 


TABLE 3.3 


Exports to oil-exporting countries ® 


Percentage change over 


Value in million US dollars corresponding period of 1978 
1978 1979 os young) 799 & Le, 

Reporting country 01 02 03 04 Ql Q2 Q3 01 02 03 
а еее 153 150 136 150 131 141 173 —14 —6 27 
Belgium-Luxembourg ...... 530 515 488 644 511 566 561 —4 10 15 
ета ое жел 119 134 180 147 124 128 135 4 —4 —25 
о See ees: 106 70 i) 83 73 114 97 —31 63 29 
PTANCE wo Е и. ьь нь. 1522 1 631 1437 1 641 1520 1753 1 641 0 i 14 
Germany, Federal Republicof 2 732 2 926 3 071 3 348 2 525 2 306 2 670 —8 —21 —13 
а А ОК 49 47 60 53 56 66 71 14 40 18 
С Ко о 1353 1 790 1576 2.225 1506 1937 1806 11 8 15 
WWetherlandSiiac cam a acerca 556 593 664 654 590 667 860 6 12 30 
IN OL WAV ites bis, scieeseiees cocsere 43 45 50 54 57 60 59 33 33 18 
ПЧ ео. ИА 218 261 267 385 291 339 311 33 30 16 
RPWWILZETIATIG 1-е suse eynie 441 496 469 491 342 432 414 —22 —13 —12 
United Kingdom .......... 2 076 2 245 2 132 2 150 1 502 1 847 2 062 —28 —18 —3 

Total western 

ЕГОР ее 9 898 10 903 10 605 12 025 9 228 10 356 10 860 —7 —5 2 
UWnited'States! :.-:... 55... 3 608 4 293 3 997 4 115 3 390 3 565 3 636 —6 —17 _9 
Ди о copies cn gho wid бро ROIS SS 3 529 3 829 3 507 2.532 3 042 3 539 —24 —14 —8 
Notalvabove: =... « «ris «ie 16 819 18 725 18 431 19 647 15 150 16 963 18 035 —10 —9 —2 


i ej 


Source: IMF, Direction of Trade, Washington, August 1978, November 


1978, February 1979, June 1979, August 1979, November 1979, January 1980, Arabia, United Arab Emirates, Venezuela. 


The faster growth of the volume of western Europe’s 
imports than of its exports in the first three quarters of 
1979 resulted in a deterioration in the region’s real 


foreign trade balance. This applied to most countries Belgium, the Netherlands and Norway. 


in the region, with especially big declines for Finland, 
Ireland and Sweden—following their large import 
increases—and for Switzerland and the United Kingdom, 


® Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saud 


both of which experienced low export growth. The only 
countries where the real trade balance had a positive 
influence on output growth in this period were Austria, 


The combined effect of a significant weakening in the 
real trade balance and a sharp deterioration in the terms 
of trade was a massive increase in western Europe’s crude 
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trade deficit, from $4.3 billion in the first nine months of 
1978 to $21.7 billion in the corresponding period of 1979. 
The final three months of the year will have seen a further 
marked growth in this deficit. Of the $17.4 billion increase 
in the first three quarters, $12.2 billion was attributable to 
the oil exporting countries, exports to these countries 
(as shown above) falling 3 per cent and imports rising 
31 per cent (only marginally above the rate for western 
Europe’s total imports: see table 3.4). 


The other major change was in trade with North 
America, the deficit doubling to over $10 billion. Given 
the continuing high level of economic activity and rela- 
tively high rates of capacity utilization in the United 
States, this very large swing in favour of North America 
was surprising.5? The dollar value of western Europe’s 
exports to North America increased by only 17 per cent, 
implying very little growth in volume. The same applied 
to exports to eastern Europe and to Australia, New 
Zealand and South Africa, import demand being depressed 
in both groups of countries in 1979. A 40 per cent increase 
in the dollar value of imports from the Soviet Union, 
explained in part by the oil price rise, resulted in a big 
increase in western Europe’s aggregate trade deficit with 
that country. China again provided the fastest growing 
export market, with a two-thirds increase to $24 billion 
in the first three quarters of 1979. 


The deterioration in western Europe’s trade balance 
was spread among all the countries of the region with the 
single exception of Norway. The latter country benefited 
both from improved terms of trade and a strengthened 


53 Only a farlly small part ofthe improvementin North America’s 
trade balance with western Europe would seem to be due to the 
effective subsidy to US exports of certain chemicals provided by 
the artificially low: prices of oil feedstock. 
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real trade balance, imports actually falling in the first 
half of 1979: the crude trade balance with the rest of 
western Europe swung from a deficit of $306 million in 
the first nine months of 1978 to a surplus of $423 million 
in the corresponding period of 1979, imports rising 17 per 
cent and exports 31 per cent. 

All the other twelve countries recorded worsening of 
their external trade positions in the first nine months of 
1979 (see table 3.5). In fact, every country recorded crude 
trade deficits in this period except for Finland (a very 
small surplus) and the Federal Republic of Germany 
(still in very large surplus even though imports rose by 
$4 billion more than exports). Furthermore, the external 
positions of most countries worsened significantly in the 
fourth quarter as the impact of rising oil prices fed through 
into import costs. For 1979 as a whole, the Federal 
Republic of Germany’s trade surplus was DM 22.5 billion 
(compared with DM 41.2 billion in 1978), France had a 
deficit of FF 10.1 billion (FF 2.5 billion in 1978), Ireland’s 
deficit was £1,336 million (£730 million in 1978), Italy 
recorded a deficit of $2.5 billion (over twice as large as 
in 1978), Sweden moved into deficit, of S.Kr. 3.6 billion, 
from a surplus of S.Kr. 5.5 billion in 1978, Switzerland’s 
deficit was S.Fr.-4.7 billion (S.Fr. 0.5 billion in 1978) and 
the United Kingdom had a deficit of £3.2 billion (£1.5 
billion in 1978). For the Netherlands, by contrast, the 
deficit increased only slightly, from 6.2 billion guilders 
in 1978 to 6.7 billion guilders in 1979.54 Recorded changes 
in current account balances tended to reflect changes in 
trade balances.®° 


54 Some of these figures are on a balance-of-payments basis and 
are therefore not directly comparable with those in table 3.5. 

55 The margins of error for invisibles, however, have tended to 
become extremely large in recent years. 


TABLE 3.4 


Western Europe’s trade by area of origin and destination, January-September 1979 


rn —д_дд—д_д—_—_—_—_ 


Percentage change in Change in trade 


| dollar value from bal. 
Country or area of origin for Imports Exports  January-September 1978 Trade ee 
imports and destination c.f. f.0.b. ———————— -_ balance September 1978 
for exports ($ billion) ($ billion) Imports Exports ($ billion) ($ billion) 


———-.,eqqquOc“*$™@le- 


Westerns EULODG Eee nia 307.7 306.8 
Southern Europe 2... .. 2.0.2 14.6 PAA) 
Rest of the world 
INorthyAmericaeas. eee 42.6 32.2 
и Я дорос ось 11.1 8.1 
Eastern Europe® .......... 9,3 10.7 
АРА окна 11.6 5.9 
Australia, New Zealand and 
SoutnrAtricam ener 8.2 7.9 
China eet srt tie 1.4 2.5 
Non-oil developing countries 42.1 44.0 
Oil-exporting countries» ... 47.7 30.4 
World (including unspecified) 499.8 478.2 


30 30 10 0.5 
34 36 tel 2.0 
29 7 —10.4 = 
40 21 28) alley 
26 16) 1.4 = 0.5 
20 39 5 =5).5) 
20 16 —0.4 (Ns) 
41 65 1.1 0.6 
27 25 1.9 =) 
31 5 —75 = 12.2 
20) 25 Ре —17.4 


Sources: IMF, Direction of Trade, Washington, August 1979, November 1979, January 1980. 
® Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 


> Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, 


Venezuela, 


Saudi Arabia, United Arab Emirates, 
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TABLE 3.5 


Total trade of west European countries, January-September 1979 


—_——_ С/С ЗЗЗ„ А ’„”—. 


Percentage change т 


dollar value from Change in trade 


January- balance from 
Imports Exports September 1978 Trade January- 
cif. f.o.b. — balance September 1978 
Country ($ billion) ($ billion) Imports Exports ($ billion) ($ billion) 


ee ee ee eee 


(AUS TELA |. ее О aes 14 292 10 949 25 26 —3 343 — 569 
Belgium-Luxembourg ....... 42 765 40 073 28 28 —2 692 —649 
Берат Hey. ete atcha ses 13 180 10 262 25 21 —2 918 —839 
Гр ро РА 7 807 7833 40 32 26 —340 
IL ATICS Seen ne ke ett ен 76 064 71 827 29 26 —4 237 —2 506 
Germany, Federal Republic of ® 113804 123 676 Bil 22 9 872 —4 093 
Ireland tceetec о ee 7 271 5 086 40 25 —2 185 —1 057 
ау оон. О | A 51924 50 053 39 35 —1 871 —1 557 
меена пала 495 yee «ee 49 085 45 857 26 26 —3 228 — 647 
аа Ми 9 698 9 399 16 27 —299 633 
Swedenicuss. fis eahicts te Gen 19 535 19 093 38 26 —442 —1 409 
Switzerlanddic’.) wos. dete 20 953 18 996 22 13 —1 957 —1 543 
United Kingdom ........... 73 438 65 057 28 25 —8 381 —2 775 

Total western Europe .... 499816 478 161 29 25 —21 655 —17 351 


Sources: IMF, Direction of Trade, Washington, August 1978, November 1978, January 1980. 


® Excluding trade with German Democratic Republic. 


In view of the higher oil prices, the external position 
of most west European countries will be worse in 1980 
than in 1979. The only really buoyant markets are likely 
to be the oil exporting countries, quite probably South 
Africa (following the gold price rise) and possibly China 
once again. Although import demand in the oil exporting 
countries is almost bound to expand considerably in 
1980—in marked contrast to the actual decline in 1979— 
the extent of this increase is highly uncertain: it is not 
likely, however, to be on the same scale as in the mid- 
1970s, in the immediate aftermath of the 1973 oil price 
rise. The benefits from higher exports to this market wiil 
again probably accrue disproportionately to the larger 
west European economies and Switzerland (plus the 
United States and, in particular, following the substantial 
increase in its price competitiveness over the past year, 
to Japan). 

Unless пирог demand in some of the larger industrial 
economies is unexpectedly high, therefore, the smaller 
west European economies’ scope for improving their 


trade balances through increased exports seems likely 
to be severely limited in 1980.56 Some of these smaller 
economies are already facing difficult external positions, 
in particular Ireland and Denmark (though this country 
has had a persistent deficit for many years, which has 
little to do with the higher oil price). Ireland is especially 
vulnerable because of its heavy export dependence on the 
United Kingdom market, where demand will be depressed 
over the coming year. Austria and Belgium have also 
experienced some worsening of their external accounts 
in recent years. But if the real price of oil continues to 
rise and the terms of trade of the developed market 
economies to deteriorate, some basic shifts in the pattern 
of international trade and payments will take place. 


56 Some indication of the importance of these markets for the 
smaller economies is shown by the fact that in the first nine 
months of 1979, the Federal Republic accounted for 42 per cent 
of the total increase in Norway’s exports with correspondin 
figures of 38 per cent for Austria, 33 per cent for Switzerland, 
25 per cent for the Netherlands and 22 per cent for Belgium. 


4. PROSPECTS 


In the following section (i) there is an analysis of some 
of the characteristics of the economic developments that 
followed the large increase in the real price of oil in 1973. 
There is also a discussion of the policies pursued and the 
lessons that might be drawn for judging the present 
situation. 


In section (ii) a set of short-term indicators is used to 
illustrate the evolution of “demand pressure” in some 
west European countries. Indicators of price expectations 
are also examined. The purpose is to put into relief the 
present situation with regard to cyclical phasing and to 
examine the volatility of inflationary expectations. These 
factors are important for the formation of present 
policies. 

In section (iii) present policies are discussed against the 
background of the developments in the 1970s as described 
in the two previous sections. It is argued that there is 
some risk, on the one hand, that some earlier mistakes 
may be repeated and on the other hand that policy-makers 
in some respects might over-react with regard to past 
experience. One particular risk is that, whilst after 1973 
short-term problems were very much in focus whilst 
structural problems of adjustment were neglected, the 
opposite might occur in the present situation. 


Past experiences have an important bearing on present 
policies to adjust consumption and production patterns 
to the new oil price development. In particular there 
seems to be a need for better co-ordination both within 
and between sectors. In section (iv) this is illustrated by a 
discussion of petrol pricing in the context of private 
motoring and public transport. 


(i) The lean years 


1973 will be remembered as the year of the dramatic 
increase in the price of oil. The real oil price—in terms 
of manufacturing prices—thereafter dropped gradually 
but was abruptly raised again in 1979. This “oil price” 
cycle lasted about as long as a traditional business cycle 
but was distinguished by a dismal performance in terms 
of foregone growth. This is illustrated by the following 
table for the 13 industrialized west European countries 
where average annual percentage rates of change of some 
key indicators are compared for the periods 1960-1973 
and 1973-1979: 


1960-1973 1973-1979 
Gross national product .............. 4.5 2.2 
Employment ina cacseeen trae ee see 0.4 — 
РОСС сое. 4.1 2.2 
©то3$ НхеЧ шуезнлево en 5:72 0.8 
GINPideflatora о ie cme 5.0 10.0 


The growth rate of GNP was halved as between the 
“oil price” cycle and the two preceding “normal” cycles. 
The sharp deceleration in output after 1973 was mainly 
reflected in a very low increase in labour productivity. 
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In a number of countries the deceleration in labour 
productivity appears to have been larger than could be 
expected from past relations between productivity and 
output expansion. Part of the explanation, in addition 
to employment supporting measures, can be found in the 
decline or stagnation of gross fixed investment, which 
also indicates foregone potential production. The average 
rate of inflation virtually doubled between the two periods. 
The table thus demonstrates the elements of a vicious 
circle that seems to have prevailed during the 1973-1979 
period. Inflation has curtailed demand, particularly 
investment demand. Low output growth together with 
a slow expansion and an aging of the stock of real 
capital have had an adverse effect on productivity which, 
in turn, has made it difficult to break inflation. There was 
also, after 1973, a large deterioration of the current 
balance of the industrialized countries which, further- 
more, was very unevenly distributed among them. The 
adjustment of these imbalances brought about additional 
inflationary pressures and production losses. It might 
be said that the narrow path to balanced growth was never 
found. 


In the last two years of the past decade there were 
some signs that this vicious circle might be broken. 
Capacity utilization rates in manufacturing increased and 
investment incentives were thus strengthened, whilst 
inflation rates came down significantly. But, as in 1973, 
there were in 1979, already before the oil price rise, signs 
of increasing imbalances in the form of sectoral supply 
restrictions and higher inflation rates. The latest increase 
in the real oil price is in various respects quantitatively 
less severe than it was in 1973. But a number of countries 
may be in a worse condition than in 1973 to absorb such 
a shock. There have been no notable improvements in 
the energy supplies. Inflation is considered to be more 
dangerous and more ingrained now than in 1973 and this 
lays a severe constraint on economic policies. There is 
always a risk that the awareness of past mistakes leads 
economic policy to over-react in a following, apparently 
similar, situation. Under such circumstances it is of some 
interest to review the main features of and draw some 
“‘essons from the years 1973-1979. 


Certainly the inflation problem was already well to the 
forefront of economic preoccupations in the early 1970s.5” 
A sudden and widespread acceleration in price increases 
had taken place in 1970 when the GDP deflator for the 
13 industrialized west European ‘countries combined was 
nearly 6.5 per cent (unweighted average). Inflation proved 
to be more stubborn than generally forecast and the rate 
of increase in western Europe remained above 7 per cent, 
both in 1971 and 1972. A further acceleration took place 
in 1973, before the outbreak of the Middle East War in 
October. This is not the place to elaborate on the under- 


a See ECE, The Economic Survey of Europe in 1970, part II, 
United Nations, New York, 1971; and OECD, Inflation: the present 
problem, Paris, December 1970. 
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lying factors. It might be worth remembering, however, 
that the 1969/70 boom in the manufacturing industry had 
been at the centre of the inflationary process. Domestic 
wage-price mechanisms had become geared to expecta- 
tions of uninterrupted increases in real incomes and 
concomitant claims for nominal wages. Furthermore, the 
west European economy had had to absorb a series of 
exceptional shocks. World liquidity had been increased by 
the United States trade deficit. The floating of exchange 
rates had given economic policy-makers enlarged scope 
for active demand policy in easing, if not removing, the 
constraint of external balance. On the commodity markets, 
agricultural prices soared in 1972 owing to a decline in 
world agricultural production. In 1973, the industrialized 
market economy countries moved almost simultaneously 
towards a business cycle peak and the fear of commodity 
shortages provoked a price rise which had been unpreced- 
ented since the Korean war. The large oil price increases 
of end-1973 were thus imposed on strong and persistent 
inflationary forces. 


It is difficult to ascertain the relative strength of the 
above-mentioned inflationary forces, of the role of new 
and old factors, or of domestic and international factors. 
It is notable, however, that the pattern of international 
inflation represents something new in the post-war period, 
namely widely and persistently diverging national rates 
of inflation. The ensuing exchange rate adjustments are 
seen as an important link in this inflationary process. 
Much of present economic policy efforts therefore 
consist of bringing about a convergence of national 
inflation rates. 

Between 1972 and 1973 there was not much spread 
between the price developments in most countries. There 
were, however, in spite of an alleged cyclical synchroniz- 
ation, significant differences in the intensity of the boom 
which, under the new conditions, might well have prepared 
the ground for the differences in the following acceleration 
of inflation. Thus in 1973, both Italy and, particularly, the 
United Kingdom registered increases in GDP which were 
well above trend, whilst the deviation in the Federal 
Republic of Germany was rather small. In 1974 inflation 
accelerated in Italy and the United Kingdom, consumer 
prices increasing by 21 and 17 per cent respectively, while 
in the Federal Republic there was a slight deceleration, 
from 7.5 per cent in 1973 to about 7 per cent in 1974. 
(This pattern is borne out also by the short-term indi- 
cators discussed in the following section.) One additional 
factor in this development might have been the differences 
in inflationary impact caused by the increased cost of 
fuel imports. In terms of GNP this effect is estimated at 
3.3 per cent for the United Kingdom, 4.1 per cent for 
Italy but only 1.7 per cent for the Federal Republic of 
Germany. 

Monetary policies generally became more restrictive 
during the first years after the oil price increase in 1973. 
The rates of increase of nominal money supply in the 
OECD area as a whole declined from the beginning of 
1973 to mid-1975. The change in the real money supply 
was negative in 1974 and the first half of 1975.58 There 
were differences, however, with regard to the degree of 
accommodation of inflation as measured by real rates of 
interest. In the United Kingdom the real (long-term) 
rate of interest remained slightly negative from 1973 


58 OECD, Economic Outlook, December 1979, p. 33. 


onwards; in Italy it gradually fell to about —10 per cent 
at the beginning of 1974 and thereafter rose only slowly. 
In the Federal Republic of Germany the real (long-term) 
rate of interest was all the time positive and in 1973 and 
1974 gradually increased to about 5 per cent. 


The United Kingdom and Italy on the one hand and 
the Federal Republic of Germany on the other, have here 
been taken as examples of the emerging differences 
between high and low inflation countries respectively that 
would later emerge as weak and hard currency countries. 
Most countries can be classified as belonging to one or 
the other group and the pattern stayed relatively un- 
changed in the following уеагз.5° Differences in the initial 
rates of acceleration of inflation created mechanisms of 
expectations and exchange rates changes which proved 
to be very robust. This robustness became clear in 1975 
when national economic policies tended to converge but 
the international inflation pattern persisted. 


From mid-1974 most west European countries entered 
a severe recessionary phase reflecting weakening of all 
private expenditure components, but particularly stock- 
building and fixed investment. Fiscal policy responded 
gradually, to begin with mainly by (reverse) fiscal drag and 
later, in 1975, also by enlarged public expenditure. General 
Government deficits reached very large proportions of 
GDP in 1975 compared to previous years. 


Real gross household income has continued to increase 
in most countries in spite of the stagnation or fall in 
national products. Real wages during the first two years 
after the oil crisis everywhere moved significantly ahead 
of productivity (the latter being adjusted for changes in 
income terms of trade).®° The deterioration of the terms 
of trade was most severe for Italy and the United Kingdom 
amounting to about 3.5 per cent of GNP. This develop- 
ment pointed at an early stage to the need for adjustment 
through higher productivity growth and the moderation 
of real wage increases. The gap between these two vari- 
ables (in favour of the latter) became a major component 
of the inflation mechanism. It implied a shrinking share 
of the enterprise sector in total factor income which had 
adverse effects on investment and, thereby, on produc- 
tivity. 

The first years after the oil price increase in 1973 were 
also characterized by changes in the propensity to save 
of households. Savings ratios increased generally both 
in 1974 and 1975, a rise which has been explained by the 
desire to restore the real value of monetary wealth eroded 
by inflation. This relationship, between inflation and 
savings rates, seems to be of a non-linear nature in the 
sense that the response of the latter becomes relatively 
stronger the higher is the former. The expansionary 
effects of fiscal policies on private consumption thus 
leaked into an abnormal increase of household savings 
of about the same magnitude. The direct and indirect 
expansionary effects emanating from the public sector 
were, during the first two years of the “oil” cycle, offset 
to such an extent that the modest increase in GNP of 
western Europe in 1974 was more than lost in 1975. 

Private fixed investment, particularly in manufacturing, 
declined dramatically. Such a decline can to a large extent 
be explained by increasing rates of unused plant capacity. 
The expected surge in investments in energy production 


59 Cf. the section on prices in previous issues of this Survey. 
60 OECD, Economic Outlook, July 1977; pp. 61-64. 
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and conservation did not, on the other hand, materialize 
in a significant way. Inflation was a negative influence on 
investment decisions because of the associated uncer- 
tainties about future prices, such uncertainties increasing 
with variations in the inflation rate. The higher the infla- 
tion rate the higher tends to be its variation and the 
greater therefore the adverse effect on investment. 


Between mid-1975 and mid-1976 there was a marked 
acceleration of the GNP growth rate, which was largely 
due to a sharp positive swing of the inventory cycle. 
This development was thus bound to lose its impetus. 
Both fiscal and monetary policies, however, were becoming 
progressively more restrictive. The savings ratios of 
households generally fell but this positive effect on private 
consumption was more or less offset by the effects of 
higher net taxes on real disposable income. Private fixed 
investment, including residential construction, remained 
very sluggish. The sharp fall in GNP growth rates in the 
major west European countries as well as in the United 
States between the first and second half of 1976 was an 
unfavourable setting for the exchange rate adjustments 
that had become necessary because of the dispersion of 
national inflation rates and the deterioration of current 
accounts in the preceding years. 


In the course of 1976 the Italian lira effectively de- 
preciated by about 25 per cent, the pound sterling by 
about 20 per cent and the French franc by about 10 per 
cent. The consequent improvements in competitive posi- 
tion were costly in that the depreciations generated further 
inflationary pressures that eventually wiped out the ini- 
tial advantage. Price impulses were rapidly transmitted 
from import and export prices into a wage-price spiral. 
Thus in 1977 consumer prices increased by 16-17 per cent 
in the United Kingdom and Italy but only by 4 per cent 
in the Federal Republic of Germany. Part of the explana- 
tion of the virulence of inflation in the high-inflation 
countries would be the legacy of ingrained inflation 
expectations. Another factor may be differences in the 
way current and expected inflation rates condition the 
behaviour of labour market agents. Part of the explana- 
tion would also have to be attributed to economic policy. 
One lesson to be drawn from the experience of deprecia- 
tions during the “oil” cycle is that they should be made as 
part of an extensive and comprehensive policy package. 
Thus Sweden’s depreciation in 1977 might be quoted as 
fairly successful: it was supported by restrictive policies, 
modest wage responses and a favourable business cycle 
phasing. 


Exchange rate changes have tended to have a depressive 
net effect on total international demand, which can be 
seen as adverse in the context of general stagnation. When 
a depreciation is undertaken, restrictive measures are 
(or should be) part of the economic policy package. 
Expansionary policy however, does not come as naturally 
to the country that appreciates, particularly if the appreci- 
ation is not deliberate. Since most exchange rate changes 
have been deliberate depreciations, the over-all depressive 
effects have tended to prevail. 


The depressive demand effects of exchange rate changes 
tend to be enhanced by the reactions of the private sector. 
In a depreciating country, uncertainty about future price 
developments weaken investment incentives whilst enter- 
prises might view any increases in profits as only tempor- 
ary. Private consumption is adversely affected by losses 
in real household income and possibly also by increasing 


saving ratios as prospective inflation moves upward into 
the “critical” range. Restrictive policies might therefore 
prove to be excessive if these factors are not taken into 
consideration. In the appreciating country, on the other 
hand, the potentially favourable effects of the apprecia- 
tion on inflation may not be recognized at all, or at least, 
only with a long delay. The current inflation rate may 
anyway be relatively low so that the range within which 
changes are likely to take place will not either materially 
raise the evaluation of financial wealth held by households 
(and thus not lower the saving ratio) or diminish the 
influence of uncertainty on business investment. Finally, 
there is also an asymmetric effect in the way consequent 
price changes follow changes in the exchange rate. The 
inflationary effects on domestic prices are felt rapidly and 
in full, whereas the restraining impact of a currency 
appreciation tends to be slight and rarely brings about 
an absolute fall in prices. 


In spite of their costs in terms of price and demand 
effects the exchange rate changes did, however, have 
beneficial effects on balance-of-payments adjustment. 
This can be seen in the reversal of the surpluses of the 
Federal Republic of Germany and Japan into deficit: 
from this point of view appreciations can be said to have 
become a substitute for differential demand management. 
As external imbalances were gradually removed and the 
inflationary impetus caused by depreciations tended to 
peter out, it became possible for most countries to embark 
on a more expansionary path. The expansion in 1979 had 
actually entered a stage of fairly well-balanced “demand 
pressure” in western Europe, but there were signs of 
rising inflationary expectations (see the following section). 
The United States on the other hand had entered a fully- 
fledged boom. At mid-1979 the outlook for western 
Europe was for a marginal slowing down in the growth 
rate and less than a percentage point’s increase in infla- 
tion. However, the oil price increases in 1979 changed this 
prospect. The present outlook is for significantly slower 
growth in 1980 than in 1979 with no great likelihood of 
an improvement during the present year. The over-all 
inflation rate might be about 10 per cent compared with 
about 8 per cent in 1979. The deficit on current balance 
of the OECD countries in 1979 was about twice as high 
as expected or about $30 billion compared to a surplus 
of $9 billion in 1978. The deficit in 1980 may amount to 
some $50 billion. 


The impact of the oil price increases of 1979 can be 
measured in different ways and thus the comparison with 
the corresponding increase in 1973-1974 can also be made 
in different ways. One important measure, however, is the 
total value of the expected OPEC surplus which not only 
denotes the “oil burden” to be shared among other 
countries’ external balances but also indicates the depress- 
ive effect on the non-OPEC world. Deflated by the United 
Nations’ world index of unit values of manufactures, the 
OPEC surplus in 1979 is estimated to have more than 
quadrupled as compared with 1978 but was still about 
a third less than in 1974.81 


For western Europe the impact measured in terms of 
the increased cost of fuel imports appears to have been 
considerably smaller in 1979 than 1974. There will, how- 
ever, probably be additional adverse effects in 1980. A 


81 NIESR, National Institute Economic 


are 
November 1979, p. 21. eview, London, 
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given “oil price” shock is likely to have a relatively larger 
impact than in 1973 on the present fragile confidence of 
the public and economic policy-makers. The oil price 
ой was a major factor in bringing the upswing to 
a halt. 


Further large increases in the real price of oil beyond 
the level reached at the end of 1979 would have pro- 
gressively adverse effects on countries which are already 
in imbalanced positions with regard to growth and infla- 
tion. The sensitive price-wage-price spirals will tend to be 
reinforced by the losses in real*income caused by the 
deterioration of terms of trade. The real income loss will 
also have depressive effects in the oil-importing countries, 
a loss on which is superimposed a multiplier effect. The 
depressive effect can only to a limited extent be expected 
to be offset by increased purchases by the oil-exporting 
countries. The feed-back effects from higher oil revenues 
were large during the “oil” cycle as witnessed by the 
gradual decline of the OPEC surplus: in 1978 it was back 
(in nominal value) to the 1973 level. But a second massive 
increase in OPEC revenues can hardly be rapidly spent 
as the absorptive capacity of most OPEC-countries has 
now become much smaller. 


The latest increases in oil prices may have disruptive 
effects on the international monetary system. There is 
now a large and increasing overhang of OPEC financial 
claims on other countries, presumably mainly in liquid 
form. An indication of the order of magnitude of that 
overhang is the cumulated OPEC surplus on current 
account which for the years 1974-1980 is estimated at 
about $300 billion, to which should be added accrued 
rates of return of various kinds. It will become increas- 
ingly more difficult to place increases in this overhang 
profitably, that is, in such a way that the alternative of 
keeping the oil in the ground is not more profitable. It 
is true that “recycling” has functioned rather well since 
1973. But private financial circuits are becoming pro- 
gressively fragile and might not be able to handle a new 
wave of petro-dollars. There is no established machinery 
for official intermediation, which anyway, has certain 
drawbacks. This is a problem area where international 
co-ordination seems to be urgently needed. 


In 1979 there appeared international differences in 
cyclical phasing—particularly with the United States 
leading the slowdown—which would presumably have 
eased the sharpness of the (mild) recession that was 
expected before the second oil price shock. As will be 
discussed in the next section, there seems to have been 
converging movements of “demand pressure” in the main 
west European countries towards a fairly balanced level 
from which a downturn now is likely to occur. The ex- 
pected slowdown in the United States, on the other hand, 
has been delayed. Restrictive policies and the uncertainty 
about future oil prices are presently common to most 
countries. The future development is therefore likely to 
be fairly synchronized. There are, however, differences 
between countries with regard to the extent of their 
increased oil bill, the degree of restrictiveness of economic 
policy, and the way the economies respond to these two 
factors. Countries which have managed to maintain a 
relatively low rate of inflation will resist renewed infla- 
tionary impulses because that is the strategy they have 
pursued in the first place. Because of their favourable 
initial position they also have the best chances of succeed- 
ing in their aims. Other countries start from a worse posi- 
tion with regard to current and expected inflation and 


therefore are also more restricted with regard to the policy 
scope for checking a price-wage-price spiral. The emerg- 
ence of hard and soft currency countries during the “oil” 
cycle was partly caused by diverging policy targets and 
misconceptions about the use of policy instruments. These 
factors might now have been removed. But the legacy of 
inflation in various countries will be hard to shed in a 
world exposed to successive inflationary impulses. The 
world economy has become progressively more integrated, 
but international economic co-operation has not kept step 
with this development. This means that the existence of 
“vicious” as well as “virtuous” circles are progressively 
more difficult to break. 


(ii) Patterns of demand pressure and price expectations 


In view of the importance attached by policy makers 
to the state of price expectations and business cycle 
phasing an attempt is made in this section to trace these 
developments over the past decade. In particular a com- 
parison will be made between the present situation and 
that which characterized the initial phase of the “oil price” 
cycle. Comparisons will also be made in these respects 
between some west European countries for which com- 
parable information is available. This information is 
obtained from surveys of the intentions of consumers and 
enterprises. The business surveys are particularly useful 
for pin-pointing the current business cycle phase in 
various countries and also as indicators of economic 
developments in the near future. A strong argument in 
favour of using these variables is that they provide as- 
sessments of the activities of clearly identified actors. 
From this point of view they have a consistency and com- 
parability that is lacking in other information systems. 
Such information has been used extensively in recent 
issues of this Survey. In particular a synthetic variable 
indicating changes in “demand pressure” in manufactur- 
ing industry has been used. This indicator is derived from 
the views of the entrepreneurs with regard to levels of 
inventories of finished products and order stocks. The 
“demand pressure” is positive when a weighed majority 
of entrepreneurs view order stocks as unusually large and 
inventories as abnormally low. “Demand pressure” is 
viewed as increasing if these tendencies are strengthening 
and vice versa if they are weakening. The “demand 
pressure” is negative if order stocks are viewed as un- 
usually small and inventories as abnormally high. The 
order stock series can be viewed as a demand indicator 
and the inventory series as a supply indicator. The vari- 
ables usually move in opposite directions and thus rein- 
force each other in the computation of the “demand 
pressure”. When they are conflicting the relative sizes of 
the two series will determine the sign of the “demand 
pressure”. 

The indicator of “demand pressure” permits a judge- 
ment on the present cyclical phasing of various countries 
and on tendencies in the immediate future. It will be 
discussed together with survey results showing the preva- 
lence of inflationary expectations. This variable is also 
highly relevant as a basis of information for economic 
policy-making as the “fight against inflation” is essentially 


62 See Economic Survey of Europe in 1978, part I, pp. 37-39, 
for a more detailed description. The basic information has been 
obtained from: Commission of the European Communities, 
European Economy, Supplement—Series В, “(Economic prospects 
—business survey results”, 
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CHART 4.1 


Price expectations and demand pressure 
(Quarterly averages of monthly data for total manufacturing industry: EEC) 
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Source: EEC, Results of the Business Survey carried out among managements in the com- 
munity (various issues). 


directed towards inflationary expectations. If these are 
receding there might be larger scope for increasing an 
insufficient “demand pressure” to a more balanced level. 
It can be shown that there is an apparent coincidence 
particularly with regard to the turning points between the 
two variables. The two variables will be used here not 
only to describe the present situation but also to compare 
it with the initial phase of the previous “oil price” cycle. 
The discussion in the preceding section of this chapter 
can thus to some extent be substantiated with regard to 
the relative development of various countries and the 
similarities and differences between them at different 
points in the cycle. 

Chart 4.1 shows the “demand pressure” and infla- 
tionary expectations in the European Economic Com- 
munity as a whole.® In the first quarter of 1973 the curve 
for “demand pressure” surpassed the zero line and thus 
entered the “excess demand” zone. This situation lasted 
for about five quarters. In the second quarter of 1974 the 
curve was back on the negative side. It will be shown later 
that the peaking of the curve is about the same for most 
countries (cf. chart 4.2, to be discussed later) but that they 
differ considerably with regard to the duration and the 
intensity of the period of “excess demand”. 

The prevalence of inflationary expectations increased 
almost continuously reaching a peak in the first quarters 
of 1974.54 There was thus a three-quarter lag between the 


$8 The countries included in the aggregate are the Federal 
Republic of Germany, France, Ireland, Italy, Belgium, Luxem- 
bourg, and (from 1976) the United Kingdom. The figures used 
here are not seasonally adjusted. “Demand pressure” is the 
difference between the percentage balance of respondents indicat- 
ing more than sufficient and insufficient orders and the similar 
balance for inventories. 

84 The peak occurred at a numerical value of about 64, implying 
that the share of total replies expecting rising prices was 64 per- 
centage points larger than of those expecting falling prices. 


peaks of “demand pressure” and of inflationary expecta- 
tions. The peaking of the expectations curve is also well 
synchronized as between the various countries (chart 4.4). 


During the first four quarters of “negative demand 
pressure”—second quarter 1974 to second quarter 1975— 
there is a very steep decline. The bottom of the curve 
coincides with the bottom of the expectations curve. Also 
the succeeding peaks and bottoms coincide, i.e., in the 
second quarter of 1976 and the third quarter of 1977 
respectively. The lag between “demand pressure” and 
expectations at the beginning of the “oil” cycle thus 
appears to have been compressed at a later stage in the 
cycle. 

From the bottom in 1977 the “demand pressure” curve 
was rising continuously. It is of some interest to compare 
this upswing with that of 1971-1973 (the latter starting 
from a bottom in the fourth quarter of 1971). The vertical 
rise of the curves in the two upswings are about the same, 
the boom of 1972-1973 starting, however, from a some- 
what higher level. The upswing of 1977-1979 has been 
slower than that of 1971-1973 and has also lasted longer. 
In the middle of 1979 the curve was located not far from 
the zero-line, i.e., relatively close to a “balanced” situation 
а to the one reached in the fourth quarter 
of 1972. 


In chart 4.2 the development of “demand pressure” is 
compared for five countries: Italy, France, Belgium, 
Federal Republic of Germany and the Netherlands. Ini- 
tially (1.е., in the fourth quarter 1971) the countries were 
situated at very different levels of “demand pressure”. 
They then moved upwards and all peaked around mid- 
1973. At that time Italy and France, however, had 
reached significantly high levels of “excess demand”. (The 
area of “excess demand” between the curve and the zero- 
axis was also relatively large.) In Belgium “excess de 
mand” was relatively small and in the Federal Republic of 
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CHART 4.2 


Demand pressure: selected EEC countries 
(Quarterly averages of monthly data: for total manufacturing industry) 
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Germany insignificant. The Netherlands maintained a bal- 
anced position during a whole year (second quarter 1973 
to first quarter 1974). % 


The bottom following the peak in 1973 is for all coun- 
tries centred around the second quarter of 1975. In those 
countries which had had a relatively intense and prolonged 
period of “excess demand” the downswing was relatively 
deep (measured from the preceding peak). Thus Italy and 
France reached about the same bottom levels as the 
Federal Republic of Germany and the Netherlands, the 
latter countries starting the fall from much lower levels. 
Thus in the recession of 1975 all countries moved into 
greater cyclical conformity. 


The “miniboom” in 1976 was also very well synchron- 
ized as the peak was reached in the second quarter of 1976. 
(The Netherlands exhibits, however, a different pattern 
with the two “minipeaks”.) But the spread between the 
countries was widening again as, e.g., France was close to 
a “balanced” position. The following bottom was, again, 
closely synchronized in the second half of 1977. From this 
point the “excess demand” indicator, in all countries 
climbs steadily to a “balanced” position in the middle of 
1979. Thus whilst during the upswing 1972-1973 there 
was a wide cyclical spread among the countries discussed 
here, there was a convergence towards the end of the 
“oil price” cycle. The peaks and troughs are closely 
synchronized throughout the period. 


. This synchronization may well be accounted for by the 
economic integration of the European Economic Com- 
munity member countries and a certain measure of policy 
co-ordination. It is also clear that countries like Belgium 
and the Netherlands cannot, except in the short run, 


85 It might to some extent be arbitrary to compare absolute 
levels of “demand pressure” as between countries. The curves, 
however, do lend themselves to comparisons between the timing 
of peaks and troughs and of relative shifts between turning points. 


conduct an economic policy independent of the Federal 
Republic of Germany. These three are also the countries 
that show the closest coincidence not only with regard to 
the timing of changes in “demand pressure” but also to 
its intensity. 

Chart 4.3 contrasts the development of the European 
Economic Community as a whole, as discussed in relation 
to chart 4.1, with an outside country with a different 
strategy of demand management, namely Sweden.® This 
chart includes the boom of 1969 in order to show that in 
that year the peak of “demand pressure” culminated at 
about the same time in Sweden as in the European Econ- 
omic Community as a whole;® the following trough also 
occurred at about the same time, i.e, in the second half 
of 1971. In the following boom the timing, however, was 
quite different. Sweden pursued an expansionary econ- 
omic policy in the hope of avoiding the recession abroad 
and of a relatively rapid revival of export markets, a hope 
which did not materialize. The downturn, however, was 
postponed for about one year in relation to the European 
Economic Community. Sweden’s “demand pressure” 
moreover climbed significantly above the peak of the 
European Economic Community’s. The cyclical phasing 
of Sweden became untenable and the ensuing recession 
was deeper and more prolonged than that of the European 
Economic Community. Thus the very distinct “miniboom” 


86 Chart 4.3 is taken from Borje Kragh, “ An instant business 
cycle indicator”, Exchange and Credit, No. 3, Sveriges Riksbank, 
Stockholm, 1979. 


87 The Swedish figures are reported for the last month of each 
quarter. The European Economic Community quarterly data 
are three-month averages. In the article referred to in the above 
foot-note—and thus in chart 4.3—the European Economic Com- 
munity data, for comparison, also refer to the last month within 
each quarter. There are thus slight discrepancies between the 
curves for the European Economic Community “demand pressure” 
in charts 4.1 and 4.3. 


СнАвт 4.3 


Demand pressure: Sweden у. EEC 
(Quarterly averages of monthly data for total manufacturing industry) 
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CHART 4.4 


Price expectations: selected EEC countries 
(Quarterly averages of monthly data: for total manufacturing industry 8) 
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® Difference between the percentage of respondents giving positive and negative replies. 


of 1976 in the European Economic Community is hardly 
visible for Sweden. The “gap” between the curves grad- 
ually became very large. It was still sizeable in 1977 when 
Sweden depreciated. In 1978 and 1979 the recovery, as 
measured by “demand pressure”, was relatively rapid in 
Sweden, and towards the end of 1979 both curves are 
situated at about the same level. 


In chart 4.4 the expectations of enterprises concerning 
their selling prices are given for four European Economic 
Community countries.**® It can be noticed that these 
countries were within a fairly narrow range around the 
horizontal dotted line, which denotes the arithmetic 
average for the four countries in the final quarter of 1971. 
The following peak occurred at the same time for all four 
countries, namely in the first quarter of 1974. By then 
the spread had become visibly larger between the Federal 
Republic of Germany and Belgium on the one hand, and 
France and Italy on the other. This is the same partition 
that has been observed already with regard to the levels 
of “demand pressure” of the respective countries. 


For the Federal Republic of Germany and Belgium the 
expectations curves go down towards the zero-line in the 
first half of 1975 and then again in the third quarter of 


68 The Netherlands, which is represented in chart 1.4, do not 
publish the expectations series. They are, however, included in 
the expectations curve in chart 1.3 for the European Economic 
Community as a whole. 


1977. On these occasions there were thus as many enter- 
prises expecting falling prices as were expecting rising 
prices. To that extent the inflationary situation was even 
better than in the recession preceding the oil price crisis. 
In France and Italy, on the other hand, the prevalence 
of inflationary expectations was about the same as at 
the end of 1971. The spread that developed between the 
two groups of countries during the boom of 1973-1974 
thus remained intact. 


From the low levels of 1977 the price expectations 
curves have been generally rising. The positions of Belgium 
and the Federal Republic of Germany towards the end 
of 1979 were only slightly above the levels of eight years 
earlier. For both countries, nevertheless, “demand press- 
ure” was higher (see chart 4.2). For France and especially 
Italy on the other hand the price expectations curves were 
considerably higher than in 1971. In France the level is 
about the same as at the “minipeak” in 1976 but much 
lower than the peak of 1974. In Ца]у the 1976 peak was 
as high as in 1973 and the curve is now back at that same 
level. The spread between the two groups of countries is 
now larger than it has been at earlier peaks and bottoms. 
Thus although “demand pressures” have tended to con- 
verge (chart 4.2), inflationary expectations have tended 
to diverge. 

One conclusion that might be drawn from the charts is 
that inflationary expectations have not become so firmly 
rooted or ingrained in all countries as is often assumed 
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in the discussions about an overriding need for a long- 
lasting and persistent fight against inflation. In a low 
inflation country like the Federal Republic of Germany 
present inflationary expectations would not appear to be 
a major obstacle to an expansionary policy. Some differ- 
ential demand developments may actually be required 
in order to reduce the inter-country spread of inflationary 
expectations. The mere convergence of “demand press- 
ures” has not had any noticeable impact in this respect. 

For the United Kingdom comparable survey informa- 
tion is available only since the second half of 1976. In the 
United Kingdom, as in the other four countries discussed 
above, there was at that time a peak in the “demand 
pressure”, differing from the others, however, with respect 
to its ицепзцу. МитенсаПу there was actually an “excess 
demand” in the fourth quarter of 1976 at a level only 
slightly lower than in Italy and France in 1973-1974. The 
“demand pressure” in the United Kingdom fell dramati- 
cally in the first half of 1977 and has since stayed relatively 
flat and, contrary to the other countries, far below the 
peak of 1976. The price expectations curve was also very 
high in the United Kingdom in the second half of 1976 
reaching a level above the maximum peaks that the other 
countries had attained at the beginning of 1974. Since 
1976 price expectations in the United Kingdom have 
fallen, and at the end of 1979 they were about the same 
as for the European Economic Community as a whole. 

The consumer surveys are akin to the business surveys. 
The price expectations series of the consumer surveys 
differ, however, from those of the business surveys in 
the sense that the consumers are guessing about future 
price changes whilst the enterprises are themselves setting 
their own selling prices. The consumers’ price expecta- 
tions thus have much less predictive power. The price 
expectations of consumers also appear to be particularly 
volatile in the very short run and therefore do not lend 
themselves to the kind of international comparisons of 
levels that has been tried above on the basis of business 
surveys. The price expectations of consumers are never- 
theless of interest both because they might influence spend- 
ing and savings and as an indication of the inflationary 
“mood” of an important part of the public. 

The yearly averages in 1976-1977 of judgements about 
price trend in the past twelve months have been consist- 
ently below the judgement in 1975 and significantly below 
the corresponding level for 1974. The expectations of 
consumers with regard to the next twelve months, how- 
ever, have been higher than in 1975 in each of the years 
1976-1979. Ex ante judgements thus seem to consistently 
overstate the actual outcome for the same year, as is 
shown in the following table. 


Price trends 


(1975 = 100) 

Over next Over last 

12 months 12 months 
1974 eet AUR te. не ee 111.2 106.2 
1975 сосок Ех, МОЕ. 100.0 100.0 
Оба ticks cuss Se ое noe 101.0 97.7 
A eS, SOR о Пе eee 102.5 95.8 
LOTS ksi onions gets И ОИ 102.1 85.2 
О tape eas О 111.7 92.5 


Source: Commission of the European Communities, European Economy, 
Supplement—Series C, December 1979. 


8 The consumer survey results are published by the Com- 
mission of the European Communities for all member countries 
in European Economy, Supplement—Series C. 


During 1979 inflationary expectations in the Federal 
Republic of Germany and France have tended to become 
more intensive even than in 1974. The development in 
the Federal Republic of Germany is a striking example 
of the volatility of consumers’ expectations as, according 
to the October survey, they reached a level that was far 
above the 1974 average and also significantly higher than 
in any other country. In the United Kingdom, on the 
other hand, inflationary expectations have been receding 
during the course of 1979. According to the October 
survey a very sharp drop in expectations coincided with 
a very sharp rise in the expectations about future unem- 
ployment. There was thus a kind of Phillips curve trade- 
off between these two expectation variables. (There was, 
however, no such development in the price expectations 
of entrepreneurs.) 


The changes in the price expectations of consumers in 
various countries over 1979 are indicated in the following 
table. 


Price trends expected over 
the next twelve months 


(1975 = 100) 
October October 

1978 1979 
Вар Soe ae eee oe eee 95.1 109.7 
Denmark т те 105.9 109.6 
PE ance: ое 112.8 118.2 
Germany, Federal Republic of ...... 99.2 126.8 
Ireland ees scrten о 85.5 94.3 
Lally ооо оные, ато ооо OS 107.7 119.4 
Netherlandst. ен 89.2 103.0 
UnitedsKingdomen. eer mere 103.4 95.5 


All general indications of household sentiment in all the 
European Economic Community countries dropped 
significantly (particularly in the United Kingdom) accord- 
ing to the survey of October 1979: the consumer “confi- 
dence” index, the index of the expected financial situation 
of households over the next twelve n.onths, and the index 
of the expected general economic situation over the next 
twelve months. There are significant falls in the expecta- 
tions of savings over the next twelve months in Denmark, 
France, Italy, Belgium and the United Kingdom; else- 
where they remain unchanged. Borrowing intentions are 
more cautious which appears natural in view of the in- 
creased restrictiveness of monetary policies everywhere. 
Decreased borrowing and waning confidence would be 
compatible with the presently rather indecisive intentions 
to make major purchases in spite of the intentions of 
reduced savings. All in all the consumer surveys give 
little indication of buoyancy in this major area of over- 
all demand. 


(iii) Present policies 


The near future will pose a serious challenge to the 
handling of economic policies in the industrialized market 
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economy countries. They are now in a situation similar 
to that which got out of hand after the large rise in the 
real oil price in 1973. Further increases of relative oil 
prices are by no means improbable and may even have 
to be coped with on a routine basis. Developments in 
1979 were similar to those in 1973 insofar as an oil price 
increase coincided with already mounting inflationary 
pressures. After 1973 these two factors reinforced each 
other and resulted in a price-wage spiral which was at 
the core of the stagflation problem and which proved very 
hard to break. It seems to be generally accepted that the 
key to a future balanced growth is to prevent such an 
inflationary process from getting under way again. 


The fight against inflation is thus given over-riding 
priority.”° The previous strategy of trying to find the 
narrow path which would allow a simultaneous dampen- 
ing of inflation and significant growth now appears to be 
virtually discarded. The present strategy seems to be that 
inflation rates have to come down significantly before 
explicit consideration can be given to faster growth. The 
efforts to keep down inflation are seen in restrictive econ- 
omic policies everywhere. General demand is also damp- 
ened by the increases in energy prices that will be passed 
on to final consumers. The outlook is therefore for a low 
and, in some countries even a negative, rate of growth. It 
will thus hardly be possible to avoid the poor produc- 
tivity performance which usually goes together with 
output stagnation. Real income will be further reduced 
by losses in the terms of trade, although these are not as 
large as they were in 1973-1974. 


In the first few years after the first round of oil price 
increases in 1973, real wages increased significantly faster 
than productivity. This process was accommodated by 
lenient economic policies and by deteriorating current 
balances. The increases in real wages nevertheless caused 
a drastic shrinking of profit margins and an erosion of the 
financial positions of enterprises. This time there will 
obviously be no policy accommodations; monetary pol- 
icies are being tightened everywhere and this also requires 
a restrictive budget stance. These policies might—directly 
and indirectly—hold real wage claims in line with pro- 
ductivity development without an accompanying wage- 
price spiral. 


After 1973 only passing attention was given to the 
problem of adapting consumption and production struc- 
tures to the change in relative energy prices. Initially, 
incentives were given to energy conservation and invest- 
ment, but, generally speaking, economic policies focused 
on short-term adjustment problems. This time much more 
attention is being given to the possibilities in a medium- 
term perspective, of achieving reductions in the growth 
of energy consumption, particularly through the use of 
the price mechanism. A main aim, of course, is to reduce 
the dependence on oil imports. In this approach there is 


7 See OECD, Economic Outlook, December 1979, р. 8: 
“ Governments have no choice but to give first priority to counter- 
ing inflation”, and Commission of the European Communities, 
European Economy, November 1979, p. 11: “The first and immedi- 
ate need, given the oil price be fully communicated to the consumer, 
is to prevent a secondary rise in the rate of inflation”. 


however some risk that the traditional concern about 
short-term economic developments of growth and em- 
ployment will be pushed into the background. As is 
common in the history of economic policies the pendulum 
will swing as changing weights are given to targets and 
changing assignments to policy instruments. In such 
situations there is always the risk of over-reaction in 
the effort to avoid past mistakes and learn from experi- 
ence, 


The change in approach is perhaps most obvious in 
the widespread intentions to stabilize exchange rates. 
This now seems to have become a first line of defence 
against inflation in several countries where previously a 
change in the exchange rate was viewed as an instrument 
for restoring competitiveness and improving the external 
balance. Countries with large deficits and/or high infla- 
tion will avoid depreciation as far as possible because 
of fears of the inflationary spiral that such a policy may 
cause, particularly if coming on top of large increases in 
energy prices. In an atmosphere of inflationary expecta- 
tions in such countries there are risks of a rapid through- 
put from import prices to consumer prices and from 
export prices to wages. Often, however, countries do not 
have control over their exchange rate as when these come 
under heavy “attack” from international capital move- 
ments. To some extent, international co-operation has 
helped to neutralize such attacks which, however, might 
recur if future efforts to stabilize exchange rates cover up 
increasing differences in purchasing power. 


Insofar as costs in one country may diverge sharply 
from developments in competitor countries, changes in 
nominal rates nevertheless will still have a role to play. 
Such changes were, after all, not without success in 
redressing the large external imbalances that appeared 
after 1973. Nominal exchange rate adjustments represent 
furthermore an area—and perhaps the only one—where 
international co-ordination of the use of national policy 
instruments might be feasible. The aim of that co-ordina- 
tion need not be a policy of no change. The procedures 
inside the EMS indicate the possibilities of international 
co-ordination and instrumental use of exchange rates. 


There are of course means other than nominal exchange 
rate changes to achieve adjustment in real exchange rates, 
namely relative changes in nominal wages and/or in pro- 
ductivity. But these options do not seem to offer any 
practical opportunities for international, and co-operative 
or speedy solutions. 


Besides changes in nominal exchange rates, the short- 
term route changing real exchange rates is through differ- 
ential nominal wage changes. But here all countries are 
engaged in concentrated efforts to dampen money wage 
developments. This is similar to competitive appreciations 
which are as mutually inconsistent as competitive depre- 
ciations. Some countries will emerge with appreciated 
and others with depreciated real exchange rates. It is not 
at all certain, however, that these rates will move in the 
right directions from the point of view of the required 
relative adjustments. Such developments might eventually 
quench inflation but the dangers—as shown already in the 
1920s—are instead on the side of growth and employment. 
In principle the long-term solution for countries with 
structural external deficits is to direct investments towards 
the trading sectors in order to raise productivity and 
production capacity there; the surplus country should 
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hold back expansion in that same area. Such a develop- 
ment would be facilitated if capital flows moved in the 
“right” directions. So far however, there is no strategy 
and much less any mechanism for these kinds of adjust- 
ment. 


Choosing exchange rate stabilization as a goal puts an 
increasing burden on monetary policy to fight domestic 
inflation and, in deficit countries, to improve competi- 
tiveness. The general strategy is to set monetary targets 
in line with a stable or declining rate of inflation and, thus, 
not to allow any accommodation of price increases caused 
by rising energy costs. The implication is rising nominal 
rates of interest. This stringency will be taken even further 
to the extent that rising short-term interest rates are used 
to cover up or neutralize the effects of progressively 
diverging inflation rates at unchanged exchanges rates. 
There is thus a risk that adjustment problems are bottled 
up in the same way as happened at the beginning of the 
1970s when floating was introduced. 


The main purpose of monetary policy is to dampen the 
price expectations of households and enterprises. The 
information discussed in the preceding section of this 
chapter indicated that price expectations of enterprises 
were indeed very inflationary in some countries. From 
that point of view one might have argued that monetary 
policy should have been tightened towards the end of 
1978 when expectations started to climb (see chart 4.1) 
instead of from about the middle of 1979. 


The survey of expectations showed, however, that 
expectations—particularly those of households—can be 
revised downwards rather rapidly. There is thus a danger 
of “overkill” by domestic policies in the sense that a 
recessionary impact might be given to the economy which 
is unnecessarily large in view of the desired effect on 
expectations. The risks of massive deflationary impacts 
are also inherent in the emphasis on a relatively rapid 
convergence of actual inflation rates through the use of 
monetary targets. Money wages would have to come down 
most in the high-inflation countries, but since money 
wages are sticky, profit margins are likely to be severely 
squeezed in the process. This would have an adverse 
eifect on investme:t and prouuctivity, which is particu- 
larly dangerous in countries which require a strengthening 
of their competitiveness. 


Increasing importance has been given lately to the 
real rate of interest as a guideline for monetary policy. It 
is reccgnized that changes in monetary aggregates are 
sometimes difficult to interpret and control. One simple 
guideline would be to aim at a positive real rate of interest. 
This would exert a certain discipline over monetary pol- 
icies and assure a minimum rate of return on financial 
savings. One difficulty however, is that if countries gener- 
ally aim at exchange rate stabilization and set their 
monetary targets accordingly, the medium-term nominal 
rate of interest can no longer be freely set by policy-makers. 
In the short run the nominal rate of interest is required as 
an instrument to defend the exchange rate target against 
speculative capital movements. In the long run the differ- 
ences between the real rates of interest in various countries 
should reflect their roles as structural importers or ex- 
porters of capital. It can be argued that such long-run 
developments are taken care of by “market forces”. 
However, this might not be the case so long as there are 
extensive controls and non-economic factors in several 
countries affecting inflows and/or outflows of capital. 


These controls are in contrast to the freedom of trade 
flows and may actually be an important obstacle to long- 
run adjustments of national production structures.” 


The more exchange rates are pegged, the less scope 
there is for international harmonization, either of interest 
rates or money supply targets. There is, however, one 
area of monetary policy where international co-operation 
seems to be essential, namely, recycling facilities. There 
is a risk that the apparent ease with which these facilities 
were provided after 1973 will lead to an unwarranted 
complacency about this problem. Presently, the focus 
of attention is on the risks related to an over-expansion 
of the Euro-currency market which is seen both as a 
source of international liquidity and a threat to the inter- 
national monetary system. Proposals have been made to 
enlarge the role for official recycling of the OPEC surplus. 
This seems to be very appropriate and necessary to the 
extent that private intermediation can no longer carry 
the risks related to the increased debt burdens of those 
countries which already are in a weak position and are 
further adversely affected by events over which they 
have no control. One of the main tasks of private capital 
on tke other hand, is to find and finance new investment 
opportunities with a rate of return that is high enough 
to attract the financial savings of the oil-producing 
countries. To the extent that these financial flows go 
into existing real capital assets, they will not only exert 
a depressive effect on the world economy but also exert 
an inflationary demand pressure to which there is no 
immediate response in terms of production and 
employment. 


The general restrictive stance of monetary policies at 
present is also linked to a tightening of fiscal policies. 
There is now much less scope than in 1974-1975 for indi- 
vidual countries to deviate from the international pat- 
tern. After 1973 several countries ran large budget 
deficits and resorted to borrowing abroad, the servicing 
of which has become a burden on the balance of payments. 
Small countries in particular will be constrained by the 
course taken by larger countries. One would therefore 
expect the slowdown envisaged in the immediate future 
to be sharper than generally expected in the national 
forecasts. 


The expected slowdown in the immediate future might 
be sharper and last longer than foreseen in the present 
national forecasts if Governments stick to a generalized 
and persistently restrictive set of policies. The 1974-1975 
experience provides a lesson on the harmful effects of 
a stop-go policy on both inflation and growth. The 
restrictive policies of 1974 were followed by generally 
very expansive fiscal policies in 1975, when it became 
apparent that the enterprise sector could no longer 
continue to absorb the deficits arising from the higher 
oil price. These developments suggest therefore the need 
for moderation in pursuing a restrictive policy if the need 
for a subsequent sharp change in direction is to be avoided. 
It might perhaps be useful to prepare contingency plans 
for a timely change of policy in the event that present 


™ СЕ. J. H. Forsyth, “Symmetrical Treatment of Surplus 
Countries in Robin Major (editor), Britain’s Trade and Exchange 
Rate Policy, NIESR, Economic Policy Papers 3, London, 1979. 
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expectations with regard to the immediate future proved 
to be significantly too optimistic. 


The main factor that, on present policies, could propel 
the industrialized countries into a sustained upswing is 
private investment. There are several reasons for believing 
that private investment could again play such a role. 
From mid-1978 to mid-1979 there were promising signs 
that such a development was under way, although the 
outlook has now deteriorated, because of the renewed 
uncertainties about inflation and over-all growth. 


Private investment is actually a sector for which excep- 
tions are generally made to the general restrictiveness 
of policy. It is furthermore likely that enterprises may be 
increasingly motivated to avail themselves of the fiscal 
stimuli offered to them in the form of subsidies, tax 
advantages, etc. These stimuli are especially directed 
towards investment in energy conservation and energy 
production. An expansion of investment in this field 
was widely anticipated after the large increase in the oil 
price in 1973 but the actual performance has been generally 
disappointing. The reason probably is that the decline 
in real oil prices following the initial increase made the 
investment advantages in this field look temporary and 
uncertain: compare the striking variations in the retail 
price of petrol relative to the consumer price index in 
table 2.7. Such hesitations may be removed by the second 
teal oil price increase, particularly if Governments now 
follow a more consistent policy with regard to relative 
domestic energy prices. Governments may also become 
more interested in encouraging energy conservation in 
the household sector, which could give rise to consider- 
able employment effects. The efforts after 1973 in this 
direction seem to have been relatively modest. 


There are also reasons to expect that the motivations 
to invest will increase generally because of a progressive 
obsolescence of the existing real capital stock. The 
obsolescence is a consequence of the strong investment 
wave in the late 1950s and 1960s. These investments 
should, assuming a normal life-span, now be ripe for 
replacement. This “echo effect” should, furthermore, be 
enhanced by the unusually low investment levels after 
1973. A general condition for a favourable development 
of investment, however, is that capacity utilization is not 
depressed and profits squeezed as happened after 1973. 
In such a situation special investment incentives are 
ineffectual. The experience since 1973 shows that a short- 
run trade-off between growth and inflation may be a 
misleading indicator of policy effects. In the longer run 
the gains made through holding back growth might be 
more than lost through the damage done to productivity. 
In that case the short-term trade-offs would become 
progressively more disadvantageous and the fight against 
inflation become continuously harder. In the long run the 
real capital stock would then become an over-all restric- 
tion on growth. 


The need for restrictive economic policies would be 
less to the extent that there were independently effective 
incomes policies. Here again the experience of the 1970s 
is not very encouraging. It is possible, however, that a 
learning process has made the labour market partners 
more aware of the need to adjust to changes in “real” 
factors. The core of this adjustment is to link broadly 
real wage changes to changes in productivity without 
initiating a wage-price spiral. From time to time schemes 
have been proposed that focus directly on this relation- 


ship.”* Any simple scheme of guidelines for wage setting, 
however, leaves unsolved the problem of labour’s rightful 
concern that acceptance of the guideline could lead to 
excessive profits. This concern could be met in principle 
by agreeing that unexpectedly large profits would call 
for a second round of negotiations leading to the intro- 
duction of an excess profits tax or a reduction of income- 
tax га{ез.? A more direct way of compensating wage- 
earners through profit-sharing would be in the form of 
funds set aside by firms collectively or individually. These 
funds could be earmarked for investment purposes. 
(Schemes of this kind are presently being discussed, for 
example, in Sweden.) 


Guidelines for wage-setting will have to take into 
consideration the reduction in the scope for real wage 
increases caused by losses in terms of trade through 
increased oil prices. They can, of course, be offset by a 
lowering of indirect taxes to the extent that the general 
price level would be unaffected. Thereby the dampening 
effect on over-all demand caused by the oil price rise 
would also tend to be offset. The price impact would then 
hit the budget and be reflected in a worsening of the cur- 
rent balance. 


An opposite policy would be to let consumers bear the 
full impact of the energy price increase, and even to 
levy additional energy taxes in order to anticipate further 
oil price increases. Special consideration (rebates, etc.) 
might be given to enterprises in order to preserve their 
profits and thus maintain the investment incentives. To 
prevent any part of the burden from falling on the budget, 
indirect taxes might be raised. This would be a strategy 
that relied on demand restrictions rather than guidelines 
to achieve wage restraint. 


The two policy options described above are examples 
of the way in which changes in energy prices are incorpor- 
ated in macro-economic policies. The importance and the 
role of the energy price element in these considerations 
varies from country to country, depending upon its rate 
of inflation, balance of payments, business cycle posi- 
tion, etc. They do, however, also represent a starting point 
for a strategy that specifically aims at a reduction of the 
dependency on imported energy. Such a strategy failed 
to materialize after the first oil price increase. 


(iv) Petrol pricing 


There seems to be a general consensus that, more than 
in the past, present and future increases in oil prices should 
be reflected in the relative energy prices facing consumers. 


72 One idea is that wages and salaries in an economy should 
not be paid according to the relevant contractual rates, but 
should be corrected by a “national pay adjustment factor”. The 
value of the national pay adjustment factor would be determined 
by taking into account the average increase of contractual pay 
rates and the growth of average productivity in such a way that 
the aggregate wage and salary bill of the economy should not 
Se faster than what was compatible with a stable price level 
or with any other rate of inflation deliberately aimed at. See P. G. 
Elkan, “Proposte relative ad una politica salariale nei paesi 
economicamente sviluppati” (A suggested wage and salary policy 
for developed countries), Economia Internazionale, May 1965; 
and Maurice Scott, “ A new way to attack inflation”, The Banker, 
April 1974. 

78 Cf. the proposal by Henry С. Wallich in a speech reported 
in BIS Press Review, 12 October 1979. 
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Thereby the terms of trade losses would come through 
as a reduction of the real income of the private as well as 
of the public sector. Relative increases of energy prices 
would, furthermore, motivate households and enterprises 
to shift to energy saving consumption and production 
patterns. These are very general guidelines, the macro- 
economic implications of which were briefly discussed in 
the previous section. There are, however, also micro- 
economic aspects which to some extent have been 
neglected in the sense that the policies pursued do not 
necessarily conform with the stated over-riding aims of 
energy policy. A case in point is petrol pricing, which will 
be discussed here using as factual background the 
analysis of petrol prices on pages 31 to 37 above. This 
case demonstrates that it is important to make clear the 
characteristics of any particular sector with regard to its 
responses to changes in energy prices. From this follows 
the need to formulate energy price policies which are 
consistent with these sector characteristics and also the 
need to maintain the relative price relationships once 
they are initiated. This is necessary to stabilize relative 
price expectations and thereby achieve the intended 
allocation effects. 


The broad conclusion from the analysis of petrol prices 
is that the real cost of private transport did not rise very 
much between 1973 and the first three quarters of 1979: 
of the countries discussed, the largest average year-on-year 
increase was in Italy. Within the total costs of running a 
private motor car, the incentive to economize on mainten- 
ance and repair costs has been as great if not greater than 
to economize on petrol consumption, while, apart from 
an initial deterioration in some but not all countries, the 
price competitiveness of private, relative to public, 
transport has tended to increase in recent years. Govern- 
ment policy, at least in respect of duties on petrol and 
annual taxes on vehicles, has if anvthing tended to slow 
down the rate of increase of retail petrol prices and to 
offset part of the growth in the running costs of private 
vehicles. At the same time the rising real price of public 
transport in severai countries is, at least partly, related 
to a general relaxation of price controls and incomes 
policies (which tend to lean heavily on the public sector) 
in recent years, as well as to a reduction in rates of subsidy 
in the wider context of reducing public sector deficits 
(г widespread policy objective since 1975). The price 
signals reaching the consumer over the past six years thus 
have not in general provided any great incentive to reduce 
petrol consumption. Given that the demand for petrol is 
relatively price inelastic in the short run, and relatively 
income elastic, there is no mystery as to the continuing 
rise in per caput petrol consumption in western Europe.”4 
It should perhaps be remembered that throughout most 
of the years after 1973 to date, real disposable incomes in 
the industrial market economies have been rising. 


The events of 1979, including the highly publicized 
shortages of petrol in the United States, have led to new 
declarations of determination on the part of Governments 
to implement, and perhaps greater willingness on the side of 


74 The elasticities, as indicated above, are usually estimated 
for petrol rather than private motoring consumption. For western 
Europe, fairly typical short-run elasticities for petrol demand 
would be in the region of —0.2 for price and 0.5 for income. The 
corresponding long-run elasticities are around —0.75 and 1.73 
respectively. See George J. Kouris, “Price sensitivity of petrol 
pea and some policy issues”, Energy Policy, September 


consumers to entertain, more effective measures to restrain 
the growth of consumption of oil products. In the case of 
petrol, as noted above, greater use of tax and price 
incentives is being widely urged. This proposal is based on 
a belief in the efficacy of the price mechanism in securing 
resource re-allocation through relative price movements. 
But individual price increases can have generalized 
inflation effects which are counter-productive to the 
allocative efficiency of the price mechanism. The case of 
petrol prices is but a particular instance of this macro- 
problem. If a rise in the real product price of oil, whether 
due to higher taxation or higher OPEC prices, sets off a 
general scramble to maintain real wages then the rise in 
the relative price of oil will be short-lived. Indeed the 
prices of services, including motor car repairs and public 
transport, are likely to rise faster than goods prices so 
that the final outcome might even be a fall in the relative 
price of petrol. 

In order to bring about a-significant increase in real 
energy prices without provoking a renewed acceleration 
of infliction, in principle any increase in energy taxes 
would have to be offset by cuts on other products. Such 
offsetting tax cuts would not only leave the over-all level 
of consumer prices unchanged but also amplify the 
relative price effect. 

Since the strategic objective of policy is to reduce oil 
imports, Governments will have to take a view of what 
the relative price of oil should be in order to secure the 
desired reduction. Once it has such a view then a govern- 
ment can use its energy tax not only to prevent the real 
price from falling but also to stabilize it over time. 

The real price of oil has fluctuated sharply in western 
Europe since 1973 and it is an important question whether 
such instability has obscured the allocative signals which 
the consumer is supposed to be receiving from the market. 
And there is no reason at present to suppose that crude 
oil prices (in real terms) will not continue to fluctuate 
sharply as producers continue to make their prices in 
dollars. Sudden upsurges would then be the occasion for 
a temporary reduction in the energy tax so as to avoid 
setting off a general upsurge in prices. The alternative 
would be to tighten monetary and fiscal policy, but this 
response has itself been partly responsible for the fluc- 
tuations in oil prices: the deceleration or fall in activity 
leads to falls in the real price which discourages the very 
adjustments which, in the medium and longer run, 
would lessen the impact of higher oil prices. 

In order to implement an effectual energy tax policy, 
Governments would have to evaluate carefully the effect 
of energy prices on energy demand. The discussion of 
petrol prices and the costs of private motoring above 
(section 2 (ii)), suggests that a blanket tax on all oil 
products, whether an import duty or a sales tax, may not 
alone be the optimal policy. For private transport, total 
costs have risen and fluctuated less than petrol prices 
because of offsetting movements in the real price of 
other inputs and vehicle taxes. In this case the target 
variable should be total running costs of a private vehicle, 
not petrol alone, although whether the adjustment is 
borne entirely by petrol or spread over the other inputs 
and the vehicle tax, is a matter of practical choice. Other 
possible tax innovations are to convert specific duties on 
petrol into ad valorem taxes and to index the annual tax 
on motor vehicles. These would remove a systematic 
source of deceleration, in relation to the tax-free prices, in 
the rate of increase in the real prices paid by the consumer. 
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Of the many non-tax policy measures suggested as 
means of reducing petrol consumption, improved public 
transport, speed limits, and the encouragement of more 
fuel-efficient engines are among the more prominent. 
Public transport is already subsidized in many countries 
although the current concern to reduce public sector 
deficits implies little scope for further increases; and, as 
shown above, the price competitiveness of public transport 
vis-a-vis the private car has in fact been falling in recent 
years. However, since the reduction of oil imports is 
now regarded as an important objective in western Europe 
and North America, the question of public transport 
subsidies needs reconsideration. Although public trans- 
port networks have been considerably reduced since the 
early 1960s, the success of the reorganization of the 
Copenhagen public transport system and the fact that 
the Swedish railways are currently making a profit after 
reducing fares sharply are reminders that there is consider- 
able scope for substituting efficient public transport for 
private motoring. 


The imposition of speed limits, particularly on auto- 
routes, is still opposed in some countries (usually by the 
producers of fast motor cars) on the grounds that the 
resultant energy savings are small. Whether or not this 
is the case, such limits may have a psychological impact 
in helping to convince consumers of the need to reduce 
petrol consumption (without necessarily reducing their 
consumption of kilometres of private motoring); the 
introduction and/or tightening of limits might be usefully 
introduced alongside the introduction of new energy 
taxes. In so far as lower speed limits reduce the number 
and severity of motor accidents, public expenditure on 
health is likely to be reduced thereby releasing resources 
for, say, improving public transport.” 


The improvement of the fuel efficiency of motor cars 
has attracted considerable publicity and is now being 
given public subsidies in some countries. However the 


75 “Safer, slower driving” was one of three areas (the others 
being the reduction of cigarette smoking and the improvement of 
elementary dental hygiene) which OECD identified as potential 
sources of large savings in necessary medical expenditure. See 
OECD, Public Expenditure on Health, Paris, July 1977, p. 87. 


effect on petrol consumption cannot be determined a 
priori. An increase in kilometres per litre of petrol 
consumed is equivalent to raising the productivity of 
petrol and, as with any other input, this will reduce the 
impact of a rise in its price on unit costs. Whether this 
leads to a fall, stability, or a rise in petrol consumption 
will depend, ceteris paribus, on the elasticity of demand 
for private motoring (expressed in kilometres) with 
respect to the change in the real product price of petrol.” 
The same argument, in respect of the uncertainty concern- 
ing the effect on petrol consumption, applies to proposals 
to encourage consumers to switch from large to small 
engine cars’’ and to set mandatory standards for fuel 
efficiency. The motor car manufacturer has an interest in 
improving fuel efficiency because, alongside the reduction 
of repair and maintenance costs, this helps to keep down 
the rise in the real product price of private motor car 
services which of course affects the demand for cars. But 
the objective of policy is not to increase fuel efficiency 
per se but to reduce oil imports. In other words greater 
fuel efficiency may undermine the objectives of the energy 
tax policy. It may therefore be unwise to subsidise the 
development of greater fuel efficiency in the absence of 
reliable estimates of the relevant elasticities. If greater 
fuel efficiency does offset the fall in consumption due to 
thc rise in petrol prices, then governments may have to 
consider obtaining the required reduction in oil imports 
either by reducing consumption more severely in sectors 
other than transport or by rationing petrol. 


76 The latest model of a popular French car (the Renault 5) 
is said to consume (at optimal speeds) some 25 per cent less petrol 
per kilometre than previous versions of the same car. If this is 
so then, given that in France the average retail price of petrol 
rose 27 per cent in real terms between 1973 and 1979 (table 2.7), 
the real petrol cost of 100 km motoring will have fallen by nearly 
5 per cent for someone who switched from a previous model to 
the new one. 


77 И, to take the example of the cost calculations given in 
table 2.10, a Swiss motorist were to switch from the large Volvo 
to the small Citroén, his total running costs (including depreciation) 
would be reduced by about 64 per cent, but only 15 per cent of the 
change in total costs is due to lower expenditure on petrol. He 
Soule: thus decide to maintain his previous expenditure on petrol 
by using his car more intensively and driving faster, while still 
maintaining a large reduction in his total motoring costs. 


5, EXPORTS TO THE OIL-EXPORTING COUNTRIES, 1973-1978 


In the five years following the quadrupling of oil prices 
in 1973, the imports of the twelve principal oil-exporting 
countries increased from $20 billion to $103 billion. In 
terms of volume, these imports almost tripled. This 


rapid and enormous expansion was unprecedented in the : 


post-war period and, occurring at a time when inter- 
national trade was depressed, had a significant impact 
on the development and pattern of world trade. Although 
the growth rate slowed down sharply towards the end of 
the 1970s, and import volume actually declined in 1979, 
the large oil price increases during the past year are 
likely to make the oil-exporting countries the world’s 
major growth market in the early 1980s, as in the mid- 
1970s. 

This section examines the growth and structure of 
western and southern Europe’s exports to the principal 
oil-exporting countries between 1973 and 1978,’* with 
particular emphasis on three aspects: first, relative export 
performances in this market; second, changes in 
“revealed” comparative advantage of the developed 
market economies exports; and, third, the impact of 
this export growth on western Europe’s over-all trade 
position. The United States and Japan, as the two largest 
non-European exporters to this market, are also included 
in the analysis for most purposes. 


Following the practice in the rest of the Economic 
Survey, “Western Europe”, refers to the 13 countries of 
the EEC and EFTA, less Portugal and Iceland, and 
“Southern Europe” to Greece, Portugal, Spain, Turkey 
and Yugoslavia. “Total western Europe” includes both 
these country groupings, and the term “developed market 
economies” is used to denote the eighteen countries of 
western and southern Europe plus the United States and 
Japan. The “oil-exporting countries” cover the twelve 
principal developing countries in this category in the 
1970s: Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, 
Nigeria, Oman, Qatar, Saudi Arabia, the United Arab 
Emirates and Venezuela. This differs from OPEC in 
that Bahrain, Ecuador and Gabon are excluded. Figures 
are based on the foreign trade data of the developed 
market economies and, unless otherwise stated, are in 
current US dollars. 


The growth of the oil-exporting countries’ imports 
from all sources is outlined in sub-section (i). The next 
two sub-sections summarize the expansion of the devel- 
oped market economies’ exports by countries and by 
principal commodity and product groups, and these 
data are used in sub-section (iv) to analyse relative 
export performances in this market in the 1973-1978 
period. The following sub-section examines the principal 
changes in the pattern of “revealed” comparative advant- 
age of the 20 developed market economies’ exports to 
the oil-exporting countries. In sub-section (vi), the 
impact of the increases in these exports on western 
Europe’s over-all foreign trade position is outlined. A 


78 For developments in 1979, see section 3 of this chapter. 
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brief summary of the principal findings is given at the 
end. 


(i) The growth of the oil-exporting countries’ 
total imports 


The value of the oil-exporting countries’ imports 
from all sources increased by at least one-fifth in every 
year between 1972 and 1978. In the immediate aftermath 
of the 1973 oil price rise, annual increases were as large as 
three-fifths, though the rate of growth subsequently 
slowed down markedly. As a share of world trade, the 
oil-exporting countries’ imports rose from 3.7 per cent 
in 1973 to 8.3 per cent in 1978. Despite this remarkable 
expansion, the twelve countries as a group remained in 
substantial, although declining, surplus on foreign trade 
from 1974 onwards. However, the rapid growth of the 
deficit on services'and private transfers helped to reduce 
the current account surplus very considerably between 
1974 and 1978.7 


Oil exporting countries’ total imports and exports 


Imports Exports 

Percentage Percentage Balance 

$ billion _ increase $ billion _ increase $ billion 
1972 ее 14.1 25.0 10.9 
ТО 20.0 42 39.2 57 19.2 
1974 Freese 32.5 63 114.3 192 81.8 
197 Store ec 51.4 58 105.9 —7 54.5 
Об: т... 63.2 23 129.9 23 66.7 
Те... 85.1 35 143.9 11 58.8 
1978 ee oe 103.3 21 140.8 —2 37.5 


Source: IMF, Direction of Trade Yearbook, 1979. 


Much of the above growth was of course attributable 
to price inflation. Nevertheless, import volume almost 
doubled between 1973 and 1975, while total world trade 
in that period showed virtually no growth, a 5 per cent 
fall in 1975 more or less offsetting an increase of this 
magnitude in the previous year. The growth rate deceler- 
ated sharply in 1976, partly as a result of deliberate 
attempts by some of the oil-exporting countries to reduce 
the inflow of imports and partly as a consequence of port 


+ The combined deficit on services and private transfers is 
estimated to have risen from $12 billion in 1973 to $35 billion in 
1978. The deficit on official transfers remained fairly steady, in 
the region of $2 billion, in this period. 
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and other transport bottlenecks.8° In 1978 imports 
increased only moderately, roughly in line with the expan- 
sion of world trade, reflecting more restrictive policies 
in several countries in response to high inflation rates and 
deteriorating external positions. The marked decline in 
aggregate imports in 1979 was due in large part to the 
contraction in Nigeria’s and, especially, in Iran’s imports. 


The initial expansion of the oil-exporting countries’ 
total imports bore virtually no relationship to the devel- 
opment of their aggregate GDP, import volume increasing 
by some 42 per cent in 1975 when GDP is estimated to 
have actually fallen slightly.** In the mid-1970s, import 
propensities were quite remarkably high, almost certainly 
higher than in any other major market in modern times. 
But from 1976 to 1978, import growth reflected GDP 
growth quite closely, the implied import elasticity being 
roughly 2 (though this varied sharply among countries). 
There were thus two distinct phases for the oil-exporting 
countries’ combined imports in the five years following 
the 1973 oil price rise: a period of two years during 
which imports expanded at quite exceptional rates, 
followed by three years of much more moderate growth. 


80 By the end of 1975, the average waiting time for ships waiting 
to unload in the Persian Gulf as a whole was reckoned to be 
about 60 days, with delays of 150 days at Iran’s main port of 
Khorramshahr. Congestion was at its worst in 1475 and 1976, 
when ships could wait up to half a year to enter such ports as 
Jeddah and Dubai. As a result, demurrage is reckoned to have 
cost Iran something like $1 billion in 1975, while unloading delays 
were adding nearly 40 per cent to the cost of Saudi Arabia’s 
imports at one point in 1976. Port congestion was equally bad 
in some other oil-exporting countries: at one time over six hundred 
ships were waiting to enter Lagos. 


81 See IMF, Annual Report for 1979, tables 2 and 3. 


As shown below, however, there were very considerable 
country and commodity variations to this general 
pattern. 


Some four-fifths of the oil-exporting countries’ total 
imports are from the developed market economies,®? 
although the shares of the market held by the principal 
groups of exporting countries have tended to fluctuate 
sharply since 1972 (see table 5.1). The developed market 
economies benefited most from the 1975 import boom, 
their market share rising by almost four percentage 
points, at the expense of all other groups. This share 
declined slightly over the next two years and then rose 
by a further four percentage points in 1978. But develop- 
ments in Iran in 1979 may have cut back their share of 
the aggregate market in 1979. 


(ii) Developed market economies’ exports to the 
oil-exporting countries: the country pattern 


All 18 of the west and south European countries, as 
well as the United States and Japan, achieved large 
increases in the dollar value of their exports to the oil- 
exporting countries between 1973 and 1978. The combined 
exports of the twenty countries increased more than 
fourfold in this period, to $76 billion in 1978.83 


82 The coverage of “developed market economies” in table 5.1 
is somewhat wider than that of the 20 countries in this section, 
including Canada, Australia, New Zealand, South Africa, Gibral- 
tar, Iceland, Malta and Romania (see IMF, Directon of Trade 
Yearbook, 1979). 


83 In volume terms, OECD’s exports to OPEC over the same 
period are estimated to have risen by 183 per cent. 


TABLE 5.1 


Oil-exporting countries’ & total imports, 1972-1978 


Area of origin 


Non-oil- Eastern 
Developed Oil- exporting Europe 
market exporting developing and the 
Year economies ® countries countries Soviet Union Other ® Total 
Value т $ million 
OT eae eet os 11 517 149 1 694 471 267 14 098 
РАНА 15 716 275 2860 760 388 19 999 
ПО chee seuss 29375 605 4 541 1145 806 32 472 
LOTS ме. 42 145 863 5 970 1 286 1111 51 375 
Тб ао, 51 554 1571 UIP) 1 268 1091 63 207 
1 OTST eon teens ot 68 429 1 876 10 803 1 356 2 603 85 067 
асов 87 471 1783 11 400 1510 1179 103 343 
As percentage of total 
WOTZ2 ие 81.7 1.1 12.0 33 1.9 100 
НЕ ОКОК 78.6 1.4 14.3 3.8 1.9 100 
1974: ве... 78.1 1.9 14.0 9.5 2 100 
NOT S are checks one 82.0 150 11.6 2.5 22 100 
Я о ЗЕ 81.6 2:5 12.2 2.0 1.7 100 
ПО eee. 80.4 Piso 12.7 1.6 3.1 100 
аи 84.6 1.7 11.0 AD 1.1 100 


Source: Derived from IMF, Direction of Trade Yearbook, 1979. 


® Countries listed in table 5.4. 


> Industrial countries, “Other Europe” and Australia, New Zealand and South Africa. 
© Including countries not specified and special categories. 
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TABLE 5.2 


Developed market economies’ exports to oil-exporting countries,* 1973-1978 


nee EEA EE SREE ESSE 


Values ($ millions) Percentage change from previous year Ре Е 

Exporting country 1973 1978 1974 1975 1976 1977 1978 1973-1978 

\ bee eel Salers rere Si ore See Ее 
Аа ар ОКЕ 120 586 92 60 Sy/ —4 5 388 
Belgium-Luxembourg ............... 466 2175 48 65 15 41 18 367 
Denmark. о 114 566 65 86 6 26 22 396 
Finland ее. Sy 334 119 19 38 55 14 542 
TANCE Ne ее Soret 1 649 6 231 70 63 2 18 12 278 
Germany, Federal Republic of ....... 2 221 12 064 80 69 21 29 14 443 
Театре tee toate sche ее 16 209 86 147 56 47 25 1 206 
Пао ОЕ 1 200 6 945 85 66 14 36 21 479 
Netherlands) ay ее оса. 567 2 467 48 61 27 19 21 335 
INOEWAY а ооо ol omens 46 192 34 122 33 26 —15 317 
Swed enn но За asucaas' Пе 213 1 128 68 106 > 17 430 
лена аа 353 1 891 50 60 34 35 25 436 
нем као а aes en: 1 618 8 575 50 95 11 32.) 23 430 

Wester Е торе" 8 635 43 363 
GLECCE Pretec sot eee есь 48 489 256 69 26 12 22, 919 
Рога ра 10 34 53 124 —13 16 —6 240 
ПРА И: 320 1 642 51 66 7 45 38 413 
оке sb. peace ott ere thee a Ree ee es 40 203 85 78 —6 20 36 408 
Yugoslavial . acest соо Леа. 68 522 120 63 39 16 32 668 
SoutherntEuropemn acne el 486 2 890 

UinitediStates а nceareme nea scis S155 15 867 86 62 19 9 29 403 
APA ae ersten raete te tee ctece are we trot 2 678 14 047 101 54 11 28 19 425 
Total або tee tae 14 955 76 165 78 66 16 23 21 409 


Source: UN Standard Trade Data Tapes. 
в The twelve countries referred to as “oil-exporting countries” in this and all subsequent tables are listed in table 5.4 


TABLE 5.3 
Shares of total exports to oil-exporting countries 
(Percentages) 
Exporting country 1973 1974 1975 1976 1977 1978 
Аа ne О: ans te ae 0.80 0.86 0.83 ПЫ Е) 0.88 0.77 
Belgium-Luxembourg ............ 3.12 2.59 257 2.55 2.91 2.86 
Denmark ОЕ 0.76 0.71 0.79 0.72 0.74 0.74 
а 255 оо ct: ecru ake 0.35 0.43 0.31 0.37 0.46 0.44 
ELANCE vey ocr R acer tan A Peat Cerio ie 11.03 10.56 10.37 9.16 8.79 8.18 
Germany, Federal Republic of .... 14.85 15.00 15.29 16.03 16.80 15.84 
Treland:. ео Oe ee 0.11 0.11 0.16 0.22 0.26 0:27 
aly hres и 8.03 8.36 8.36 8.24 9.07 9.12 
Netherlands сев oe ene 3.79 34515; 3.06 3.36 3.23 3.24 
INORWAY ео 0.31 0.23 0.31 0.35 0.36 0.25 
Sweden и ЛЕ 1.42 1.34 1.67 2.00 1.53 1.48 
Switzerland he ae et is sy eS Soe 2 2.36 1.99 1.92 222 2.40 2.48 
Wnitedis Kingdoms eee 10.82 9.10 10.68 10.26 11.01 11.26 
GLCECOH?. Serer he acre om 0.32 0.64 0.65 0.70 0.64 0.64 
Portugal Bob it Me рые 1 0.07 0.06 0.08 0.06 0.06 0.04 
Брак кк. SE SR 2.14 1.82 1.82 1.61 1.89 2.16 
Turkey еее 0.27 0.28 0.30 0.24 0.24 0.27 
Yugoslavia. cc Woes, Saker ее 0.46 0.56 0.56 0.67 0.62 0.69 
Wnited:States eevee. eee 21.10 22.01 21.50 22.10 19.43 20.83 
Зарайск 17.91 20.20 18.77 17.99 18.67 18.44 
О barr ke eee ere 100 100 100 100 100 100 


Source: Аз for table 5.2. 
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Differences among some of the 20 countries in the 
rates of increases were very considerable, ranging from 
a 240 per cent increase for Portugal to a remarkable 
increase of 1,206 per cent for Ireland (see table 5.2). 
Particularly high rates were also achieved by Greece 
(919 per cent), Yugoslavia (668 per cent) and Finland 
(542 per cent), while below average rates were recorded 
by France (278 per cent), Norway (317 per cent) and the 
Netherlands (335 per cent). Annual fluctuations in the 
value of these exports alsu tended to differ markedly, 
though there was a fairly general tendency for rates to 
decelerate significantly in 1976, in line with the slowdown 
in the growth of the total market. 


These inter-country differences resulted in some 
substantial changes in market shares (see table 5.3).84 
A major factor in these changes was the large variation 
in the growth of markets, as regards both countries and 
commodities, which are examined in the following 
paragraphs. 

The twelve principal oil-exporting countries differ 
markedly in size, population density, levels of develop- 
ment and economic structure. Consequently, both the 
absolute level and rates of growth of their imports 
differed greatly. In 1973, the developed market economies’ 
exports to lran amounted to $2,941 million, making it 
already a market of considerable importance, as were the 
markets of Venezuela ($2,139 million), Algeria ($1,926 
million), Indonesia ($1,860 million), Libya ($1,476 
million), Saudi Arabia ($1,383 million), and Nigeria 


84 Corresponding shares of manufactured exports (SITC 5-8) 
do not vary much from those for total exports except for Denmark, 
Ireland and Turkey, for all three of which manufactures accounted 
for much lower shares. The direction of change in market shares 
is also similar between 1973 and 1977 with the exception of the 
United Kingdom (where the share of manufactures decreased in 
contrast to that of total exports). 
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($1,334 million). By contrast, exports to Iraq, Kuwait 
and the United Arab Emirates were well below half the 
value of those to Nigeria, while exports both to Oman 
and to Qatar were little more than $100 million. 


All twelve countries’ imports reflected the over-all 
pattern of an extremely rapid expansion in 1974 and 
1975, followed by sharply lower growth (and in some 
cases actual declines) during the subsequent three years. 
For the five-year period the growth rates varied from 
131 per cent for Indonesia to 1,071 per cent for Saudi 
Arabia (see table 5.4). The fact that Saudi Arabia’s 
imports grew at a rate substantially above that of any 
other oil-exporting country, though this country had 
been expected at the time of the oil price rise to be one of 
the “low absorbers”, while Indonesia, forecast to be a 
“high absorber”, had the lowest growth rate, is indica- 
tive of the total unpredictability of events in these coun- 
tries in the 1970s. 


Other countries with relatively high import growth 
rates between 1973 and 1978 were Iraq (but almost 
entirely in the first two years, when growth was 673 per 
cent), Qatar, United Arab Emirates (both also expected 
to be “low absorbers”) and Nigeria.®® In addition to 
Indonesia, relatively low rates were recorded by Libya, 
Algeria and Venezuela. Iran, Kuwait and Oman were 
somewhat above the average for the twelve countries. 
These widely divergent growth rates resulted in some 
major shifts in the relative importance of several countries 
as export markets, the most striking of which was the 
greatly increased weight of Saudi Arabia. The Middle 
East countries increased their combined share from 
41 per cent in 1973 to 58 per cent in 1978. 


85 The “high absorption” countries were expected to be Algeria, 
Indonesia, Iran, Iraq, Nigeria and Venezuela, largely on the basis 
of relatively high population levels. See, for instance, OECD, 
Economic Outlook, No. 14, December 1973, p. 54. 


TABLE 5.4 


Total developed market economies’ exports to each oil-exporting country 


nS 


Values 
($ million) 
1973 


Market 1974 


Percentage change 


from previous year Percentage 
change 
1975 1976 1977 1978 1973-1978 


nn ee Lean UIE IEESSEI SEES REESE 


DAN SOLID) E He cote, Ba ae s,s ee 1 926 67 
Indonesiawe ne aces 1 860 52 
[ranessseecr dress eett 2 941 80 
Теа... < 510 280 
Kuwait emetic 610 81 
Libya а 1 476 81 
Nigeria ее ее ene 1 334 57 
Ома... esa. eee 107 176 
О... 126 61 
Saudi Arabia ......... 1 383 88 
United Arab Emirates. . 545 99 
Venezuela ль. 2 139 55 

оао. 14 955 78 


Sources: As for table 5.2. 


50 =12 ВТ 11 236 
32 7 —1 9 130 
94 —3 12 35 413 
104 —5 0 17 763 
48 51 25 11 465 
27 5 14 18 224 
117 22 42 10 546 
92 —15 31 al 480 
117 62 24 a 629 
85 80 33 40 1071 
69 38 31 13 590 
27 23 36 8 253 
66 16 23 21 409 
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Destination of exports to the oil-exporting countries 
(Percentage distribution) 


1973 1978 

Албена еее ам 12.9 8.5 
Indonesia niece errs лая: 12.4 5.6 
а 19.7 19.8 
а cate e ete eile 6 Grete =: Sayeie a vidsly cote aoe 3.4 5.8 
Кома, ое аси 4.1 4.5 
Труа ое оные 9.9 6.3 
Мена п: 8.9 11.3 
ОА ео 0.7 0.8 
и ооо ЕН 0.8 1.2 
ЗапагАтаа ие see eer ан... 9.2 21.3 
Срцед’Атаь Вамгае зе 3.6 4.9 
Медео аа 14.3 9.9 
PP Otall а а, 100.0 100.0 


Source: As for table 5.2. 


Given the extremely large variations in market growth 
rates, the initial distribution of exports was of consider- 
able significance. This distribution is shown in table 5.5, 
which brings out the importance of past historical relation- 
ships and other special factors in the network of inter- 
national trade. This is most apparent in the high propor- 
tion of the total exports to Algeria held by France, 
Libya (Italy), Nigeria, Oman and Qatar (the United 
Kingdom for all three), Venezuela (United States) and 
Indonesia (Japan). In 1973, the shares of Venezuelan 
exports held by the United States, and of Indonesian 
exports held by Japan, amounted to almost half of the 
total market in each case.** The notable exception among 
the larger west European economies was the Federal 
Republic of Germany: its exports were comparatively 
evenly distributed among the oil-exporting countries and, 
although it held almost a quarter of total exports to 
Iran, it did not dominate any single market to the same 
extent as the other larger exporting countries. 


86 The “total market” here and elsewhere refers to the exports 
of the twenty developed market economies covered. 


Two broad, and conflicting, influences are likely to 
have affected these special trading relationships during 
the upsurge of import demand in the mid-1970s. The 
first was the advantages afforded to the dominant sup- 
plier by existing strong and well-established commercial 
and financial ties; and the second, the efforts of new 
suppliers to increase their shares of these fast-growing 
markets. One might have expected the first influence to 
predominate initially but to diminish relative to the 
second quite rapidly. The text table below indicates 
that this appears to have happened to scme extent, 
apart from the United Kingdom’s position in Nigeria, 
Oman and Qatar, its share of total exports falling sharply 
in 1974 in each case, though its share of the Oman 
market subsequently rose markedly in 1977.87 


In addition to these major bilateral trade links, the 
larger economies’ links with some of the other oil- 
exporting countries also underwent substantial changes in 
this period. Of these, the most notable were with Iraq: 
the Federal Republic of Germany and Japan increased 
their shares of this market extremely rapidly (from 8.4 per 
cent and 9.6 per cent, respectively, in 1973 to 20.8 per 
cent and 27.3 per cent in 1978), while the shares of 
France, the United Kingdom and the United States 
declined steeply. 


Obviously none of the smaller economies dominated 
any of the export markets to the same extent, but the 
distribution of their exports tended to be highly uneven. 
Iraq was initially a particularly important market for 
many of the smaller economies (Austria, Denmark, 
Sweden and all five of the south European countries 88), 
none of the larger economies having especially strong 
economic links with this country. Libya accounted for 
a relatively big share of the south European countries’ 
exports, especially those of Greece, Turkey and Yugo- 
slavia. Other notably high shares in 1973 were those of 
Ireland and Norway in Nigeria, Portugal in Venezuela, 
Spain in Algeria, Turkey in Kuwait, and Yugoslavia in 
Qatar. 


87 The same was broadly true of the Federal Republic of 
Germany’s position in Iran: a considerable decline in 1974 
followed by a strong recovery in 1976 and 1977. 

88 Spain’s remarkably high share of Iraq’s exports in 1973 
(11.49 per cent) was due to an exceptional share (24 per cent) of 
exports of machinery and transport equipment that year. 


Major bilateral trade links 
(Exporting country’s percentage share of total market 8) 


м®—ыБн5ь,ь ь чнн 


Exporting country 


Market 


1973 1974 1975 1976 1977 


Frances aes. sthk tee eee ee Algeria 39.1 39.9 39.4 35.0 30.9 2350 
о oh os Seana here en eee Libya 30.7 32.0 30.4 28.1 29.0 27.4 
UnitedsKingdomiennaee tener eee ee Nigeria 30.7 24.6 24.9 25.1 23.7 25.2 
Oman 44.8 30.3 38.2 38.1 47.9 38.9 

Qatar 35.7 25.2 28.1 21.9 23.2 19.2 
реа ее Venezuela 47.7 52.5 52.6 50.5 44.6 48.9 
Тара а ея Indonesia 48.4 51.5 49.8 41.1 45.6 48.8 


Source: Аз for table 5.2. 


® The total market refers to total exports of the twenty developed market economies to the indicated country. 
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The smaller exporting countries’ shares of individual 
oil-exporting countries’ markets tended to fluctuate 
considerably and no general pattern emerges from these 
changes. But comparing 1977 with 1973, four countries 
show widespread increases in their market shares: 
Ireland raised its share of total exports in every market 
except Oman and Venezuela; Greece’s share rose in all 
markets apart from Iran; Spain improved its share in 
every market except Algeria, Iraq and Oman; and Yugo- 
slavia increased its share in all markets apart from Iran, 
Qatar and Saudi Arabia. By contrast, the Netherlands’ 
share of total exports fell in every market except Indonesia 
and the United Arab Emirates. These developments, 
however, were also influenced by differing commodity 
patterns of exports, which are examined below. 


(iii) The commodity pattern of exports 


Almost 90 per cent of the developed market economies’ 
exports to the oil-exporting countries consist of manu- 
factured goods. These increased from $12.8 billion in 
1973 to $65.7 billion in 1978, exports of machinery and 
transport equipment alone rising from under $7 billion 
in 1973 to almost $39 billion four years later, the most 
remarkable expansion of international trade in recent 
years. 


But although exports were dominated by manufactures, 
total non-manufactures also increased rapidly, from just 
under $2 billion in 1973 to over $6 billion in 1977.39 This 
market was an important source of export growth for 
some of the developed market economies and several 
recorded higher growth rates, in terms of values, for 
non-manufactures than for manufactures: Belgium, 
Denmark, Finland, Ireland, Greece, Turkey and, more 
surprisingly, the Federal Republic of Germany. Much 
the largest commodity group was food and live animals, 
exports of which amounted to $4.7 billion in 1978. 
However, the fastest growth rates were for the group 
beverages and tobacco, the growth rates being well above 
that for total manufactures (see table 5.6). 


There were very large variations in growth rates both 
among manufactures and non-manufactures, as well as 
sharp annual fluctuations: exports of animal and veget- 
able oils, for instance, increased in value by 157 per cent 
in 1974 but fell by 4 per cent in the following year. 
Consequently some big shifts in the over-all commodity 
structure of trade took place in this period, the most 
important being the greatly increased weight of machinery 
and transport equipment in the total. 


Exports to the oil-exporting countries of every 
commodity division (SITC 2-digit level) increased in 
value between 1973 and 1977, but the dispersion in 
growth rates was once again extremely large. In the food 
and live animal section, the fastest rates of expansion 


8° Deflating by the unit value indices (1970 = 100) of developed 
areas’ exports to developing areas gives the following rates of 
volume increase between 1973 and 1977: food, etc. (SITC 0 + 1) 
163 per cent; raw materials (2 + 4) 54 per cent; chemicals (5) 
91 per cent; machinery (7) 211 per cent; other manufactures 
(6 + 8) 161 per cent; and total exports (0—9) 177 per cent. For 
the unit value indices see United Nations, Monthly Bulletin of 
Statistics, June 1979, special table F. It must be emphasized that, 
for a number of reasons, the above figures are extremely rough 
and are presented simply to indicate possible orders of magnitude. 


°° Commodity trade data for the US in 1978 are still provisional. 


Commodity structure of exports to the oil-exporting countries 
(Percentage distribution) 


Food and live animals (0)2 .............. 8.5 6.3 
Beverages and tobacco (1) ............... 0.8 1.0 
Grudemmaterials’(2) eae es bo eer 72-2) 12 
Мапега го (Ве еее аа 0.9 fie | 
Animal and vegetable oils (4) ............. 0.8 0.6 
Chemicals (5) Meester. Pee. ЗБ ея 9.0 6.3 
Semi-manufactures (6). esis mies tte 24.4 222 
Machinery and transport equipment (7) .... 46.3 522 
Miscellaneous manufactures (8)........... 6.0 7.5 
Commodities not classified elsewhere (9) ... 1.0 155) 

Гот ао о eerie 100.0 100.0 


Source: Аз for table 5.2. 
в SITC numbers in parentheses. 


were for meat (631 per cent between 1973 and 1977), 
followed by fish and then animal feeding-stuff. But 
cereals, with the United States as the major supplier, 
remained the biggest group in absolute terms, exports 
amounting to $1,359 million in 1977. Exports of petroleum 
products, mainly from Italy, rose 408 per cent to $564 
million. 


The comparatively slow growth of crude materials 
(SITC 2) and of animal and vegetable oils and fats 
(SITC 4) was reflected among all the groups in these two 
sections, apart from wood, lumber and cork. Chemicals 
also tended to increase relatively slowly, especially 
manufactured fertilizers, in which the oil-exporting 
countries are presumably becoming increasingly self- 
sufficient. The fastest growth was in explosives and 
pyrotechnic products, followed by perfume materials, etc. 
(SITC 55). 


Amongst manufactured goods, classified chiefly by 
material, hereafter referred to as semi-manufactures 
(SITC 6), much the most rapid expansion was for wood 
and cork manufactures, excluding furniture, which rose 
almost thirteenfold to $428 million in 1977. The two 
miscellaneous groups (non-metallic mineral manufactures, 
not elsewhere specified, and manufactures of metal not 
elsewhere specified) increased exceptionally fast, to 
$1,450 million and $3,865 million, respectively. Exports 
of iron and steel rose at the comparatively low rate of 
165 per cent, but this still amounted to an increase of 
$2,404 million. 

Although the growth rate for textile yarn and fabrics 
was also relatively low, at 141 per cent, this represented 
an increase of over $1 billion in the developed market 
economies’ exports. Japan remained the largest single 
supplier but its share of the market declined from 46 per 
cent in 1973 to 37 per cent in 1977. The United States, 
United Kingdom, Belgium and Switzerland all increased 
their market shares in this period. 


Most miscellaneous manufactured articles (SITC 8) 
—broadly consumer goods—expanded extremely rap- 
idly. Furniture increased more than ninefold, reflecting 
in large part the construction boom; and travel goods, 
clothing, footwear, sanitary, plumbing, heating and 
lighting fixtures, all increased at least fivefold. 
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TABLE 5.7 


Commodity structure of exports to oil-exporting countries, 1973 and 1978 
(Percentages) 


Exporting Country 0 1 2 3 4 a} 6 7 


1973 

Austria wi coe Е. 1.9 — 15.3 0.6 — 9.5 39.5 28.3 4.9 -— 100 
Belgium-Luxembourg ................. 6.3 — 1.0 0.9 0.1 8.2 48.1 26.3 245) 5.8 100 
Denmark o. о aaa ss eee aes 31.9 3.6 0.7 0.1 0.1 9.9 6.6 41.0 4.6 1.6 100 
ЕТС В о О ао ОВО 5.5 — 17.3 — 0.1 3.6 67.9 4.1 1.4 -- 100 
RY ATICO ео eis fa. sh star crore anne ся 0:2 0.8 1.0 0.3 0.5 11.0 21.4 47.4 6.1 0.3 100 
Germany, red. Вер. обе Dp — 0.9 0.5 0.4 11.8 18.5 59.9 57 0.7 100 
Treland о нее. 46.3 8.9 3.5 0.1 — 15.6 8.1 9.9 7.4 — 100 
асе 3.2 0.2 1.3 3.9 0.3 5.6 31.1 44.0 9.2 1) 100 
Мефегал а от М. 29.4 0.4 2.2 ily? 139) 71 12.0 31.7 3.9 Kee 100 
INOT WAY п а 12.3 2.4 6.9 3.2 0.8 5.2. 41.8 24.6 2.7 100 
ЗУЕВ о о. che Oh ers 1.5 — 9.3 — ПЕ 6.6 19.4 60.2 1.9 — 100 
Switzerland: ое 2 —- 0.1 — — 23.4 10.0 28.4 27.3 8.2 100 
бе 5 6 собборооборововозовов 37 3.2 0.9 1.4 0.1 11.5 ES 54.5 7.0 0.1 100 
GOCCE Rae crf ais nape Sinope соо о вео 14.1 0.1 52 4.2 0.3 6.7 52.1 12272 5.0 — 100 
Portuigalls ое нь 4.3 4.8 21.9 — 4.8 6.3 31.9 21.3 4.7 0.1 100 
SDA сое. el 1.0 1.3 0.7 9.3 4.4 33.2 32.5 10.3 0.1 100 
анонса 52.0 — 4.3 0.1 1.1 2.4 31.9 6.5 1.7 — 100 
YUP OSIA VIA ents solvent ancl osteitis 0.4 — 16.9 — — 3.1 43.9 28.2 7.5 — 100 

otal western Е огоре т... 7.1 0.9 №7 1:2 0.7 10.7 22.8 46.9 7.0 1.0 100 
не Зе ieee eis. eetes ome one 18.0 1.2 3.8 0.6 125 th? 10.6 51.4 4.2 1.5 100 
Japan. еее oa meen 2.4 0.2 1.7 0.3 — 5:3 46.4 38.3 4.8 0.5 100 


ToTAL above 8.5 0.8 De 0.9 0.8 9.0 24.4 46.3 6.0 1.0 100 


1978 

Austria о 6.1 1.4 4.7 0.2 — 7.0 35.5 36.1 6.1 2.9 100 
Belgium-Luxembourg на. 5.1 0.1 0.9 2.9 0.4 tet 38.0 28.0 3.4 13.5 100 
Беда ее: 37.6 1.2 0.5 0.1 0.5 6.1 11.1 322 5.5 0.3 100 
Finland а. 1.6 0.1 25.5 1.9 0.1 5.0 37.7 24.7 За 0.3 100 
Ета. ен 8.8 0.8 0.4 1.1 0.6 6.6 20.8 54.5 6.2 0.2 100 
Germany ЕЕК ео ее 2.6 0.3 0.5 0.4 0.4 6.4 18.0 65.0 4.8 тв) 100 
тета а, аа ere 53.0 эй 1.4 0.3 — 11.0 8.6 15.2 4.8 — 100 
ау о Е о рр ts, cade ne 8.3 0.3 0.8 4.0 0.1 5.2 28.9 40.1 16.4 0.8 100 
Netherlands mein «tea se meee cake 18.1 0.9 1:2 4.7 23 10.7 15.6 39.9 57 1.0 100 
Мга: 12.9 0.2 3.4 — 0.4 95 25:7 45.5 2.3 — 100 
Sweden tee ie.emrsshiscn eos 1.0 — 5.1 0.1 1.0 3.2 18.1 67.1 Bhi 2 100 
Switzerland а... AL) 1.2 0.2 0.1 — 13.8 14.9 Shee. Pasi 0.1 100 
WnitediKingdomepe aaron 3:9 2.6 0.5 1.0 0.1 10.1 17.8 50.7 10.0 3.4 100 
о НЕО ое 19.7 0.4 1.7 5.7 0.4 7.8 50.7 7.6 53 0.6 100 
Portugal а ео 9.9 1k 5.3 —- 3.0 7.4 38.9 16.4 11.4 0.5 100 
о ое 8.4 0.9 1.1 1.9 322 4.5 49.5 21.8 8.4 0.3 100 
ТК ее 55.3 — 1.8 — 4.0 1.4 29.6 6.0 1.8 — 100 
Yugoslavia ..... НО pment seers 1.7 1.4 4.3 0.1 — 13.3 27.1 40.1 12.0 — 100 

Total western Europe ............. 6.1 0.9 1.0 1.6 0.5 5 22:5 49.2 8.7 2.0 100 
обоев обои 12.5 1.8 2.2 0.6 1.6 5.5 11.2 58.6 5.0 1.0 100 
JAD AN Svcs epexeushe ое о лье 0.9 0.6 0.7 0.2 — 3.0 32.4 55.9 5.9 0.3 100 


TOTAL above 6.3 1.0 1.2 1.1 0.6 6.3 22D, 522 1.5 1.5 100 


Source: As for table 5.2. ® For descriptions, see table 5.6. 
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As often occurs in international trade data, the fastest 
growth was in a miscellaneous category, in this case 
“commodities and transactions not classified according 
to kind” (SITC 9), exports increasing more than seven- 
fold to $1 billion.’ The two major groups were “special 
transactions, not classified according to kind”, which 
amounted to $486 billion in 1977 and “firearms of war 
and ammunition therefor” ($204 million). 


In absolute terms, much the biggest section was 
machinery and transport equipment. Exports of elec- 
trical machinery increased by $6.5 billion (458 per cent) 
between 1973 and 1977, an appreciably higher rate than 
for exports of non-electrical machinery (352 per cent), 
though in absolute terms the growth of the latter group 
was substantially larger ($11.3 billion). Transport equip- 
ment rose fivefold to $11.6 billion. Together these three 
groups accounted for 57 per cent of the entire growth 
in the developed market economies’ exports to the 
oil-exporting countries in the four years to 1977. 


For most countries, the commodity pattern of exports 
to the oil-exporting countries was reasonably similar to 
that for total exports, though manufactures generally 
accounted for a higher proportion of the former than of 
the latter. This applied in particular to machinery and 
transport equipment (SITC 7) for the larger west Euro- 
pean economies and the south European countries in 
1973: in view of the relatively fast growth of demand for 
these goods, this was a factor of considerable importance. 
The most notable divergencies in 1973 between a country’s 
exports to the oil exporting countries and its total exports 
were: Turkey’s exports of food and live animals 
(accounting for 52 per cent of exports to the oil-exporting 
countries as against 34 per cent of total exports), and 
Greece’s and Finland’s exports of semi-manufactures (68 
per cent and 45 per cent respectively, for Finland, and 
52 per cent and 27 per cent for Greece). 


Comparing the initial commodity structure of each 
country’s exports to the oil-exporting countries with the 
average structure for all developed market economies 
(table 5.7), Denmark, Ireland, the Netherlands, Turkey 
and the United States had relatively heavy concentrations 
in food and live animals. Austria, Finland, Portugal and 
Yugoslavia had comparatively large shares of crude 
materials, and Spain a big share of animal and vegetable 
oils and fats. All three of these commodity groups 
increased relatively slowly, so that the commodity 
structures for these countries tended to be unfavourable 
to growth. For Denmark, Ireland and Portugal, however, 
this influence should have been at least partly offset by 
the above-average shares of the fast-growing section, 
beverages and tobacco. 

The impact of the comparatively slow expansion for 
chemicals is likely to have had an adverse influence on 
Switzerland’s export growth (with 23 per cent of its 
exports in this category). However, 27 per cent of its 
exports were in the fast-growing section, miscellaneous 
manufactured goods (due mainly to watches) which 
should have had some offsetting effect. The importance 


91 Annual fluctuations in these exports from certain countries 
were especially erratic, and developments here probably reflect, 
inter alia, different—and possibly changing—national conventions 
in recording certain trade flows. This could affect to some extent 
the analysis of relative export performances and of “revealed’ 
comparative advantage but, in view of the size and growth of this 
section, it seemed preferable not to exclude these data. 


of semi-manufactures—demand for which grew at 
somewhat below the average rate—varied greatly, from 
6.6 per cent for Denmark to 67.9 per cent for Greece, 
with an average figure of 24.4 per cent. 


In terms of market growth, the larger economies should 
have derived considerable benefit from the relatively 
large weight of machinery and transport equipment in 
their exports, demand growing particularly fast for these 
products. This applied, in particular, to the Federal 
Republic of Germany and Sweden (both having 60 per 
cent of total exports to the oil-exporting countries in 
this group). The pattern of import commodity growth, 
however, differed greatly among the twelve oil-exporting 
countries (see table 5.8); for example, between 1973 
and 1978, Iraq’s imports of machinery and transport 
equipment rose by 1050 per cent while Libya’s increased 
by only 256 per cent. The rate of growth of exporting 
countries’ markets therefore depended on the combination 
of the geographical and commodity distribution of ex- 
ports. This is analysed in the next section. 


(iv) Relative export performance 


An attempt has been made to compare the relative 
export performances of the developed market economies 
in the market of the oil-exporting countries. The method 
employed is to calculate for each country the rate of 
growth that would have occurred if its exports of each 
SITC section to every oil-exporting country had increased 
(or fallen) at the same rate as that of total developed 
market economies’ exports to that market, all calculations 
being in terms of current dollars. The difference between 
this estimated growth rate and the actual growth rate 
for that country’s exports provides a rough measure of 
export competitiveness. However, it should be noted 
that this refers only to competitiveness relative to other 
developed market economies and not relative to all 
exporters. Needless to say, the results of such an exercise 
will also vary according to the degree of commodity 
disaggregation. 

The figures are shown in table 5.9 for the years 1974- 
1978. The left-hand panel indicates some significant 
inter-country divergencies in market growth rates, 
especially in 1974 and 1976. For instance, in 1974, 
Turkey’s market in the oil-exporting countries increased 
by as much as 149 per cent (one quarter of its exports 
in 1973 were to Iraq, where the market expanded by 
280 per cent in 1974), while the corresponding figure for 
Switzerland was 66 per cent. In 1976, the oil-exporting 
countries market actually declined for some countries 
(Finland, Portugal and Turkey), though for the developed 
market economies as a group it rose by 16 per cent. This 
factor, however, appears to have played a much smaller 
role in explaining differences in export growth rates 
between 1975 and 1978. 


Although the influence of the geographical and com- 
modity distribution of exports tended for most countries 
to be roughly offsetting over the five-year period—a 
favourable distribution in some years being more or less 
balanced by an unfavourable pattern in other years—the 
cumulative effect was significant for a few countries, 
most notably for the United Kingdom and Sweden. The 
initial distribution of United Kingdom exports, with 
large shares of the fast growing markets of Nigeria, Oman, 
Qatar and the United Arab Emirates, as well as the 
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TABLE 5.9 


Export market growth and relative export performance in markets of oil-exporting countries 
(Percentage changes from previous year) 


Sah Е И Ро 


Growth of export markets ® Relative export performance » 


Exporting country 


1974 1975 1976 1977 1978 1974 1975 1976 1977 1978 
go SS a a eee Le, Бо 5 ee И 
Austria Soh TER race peer 92 68 8 26 19 0 —8 49 —29 —13 
Belgium-Luxembourg ........ 96 61 12 29 13 —48 4 3 12 5 
Denmark ее. НН 72 85 19 25 17 —7 1 —13 0 5 
inland... etic elses bcos 89 51 —8 23 20 30 —32 47 32 —6 
Brancers sere hte. Meee 79 63 5 26 16 —8 0 —3 —7 —4 
Germany, Federal Republic of 69 82 14 20 17 10 —13 7 9 —3 
о ор 74 67 10 37 9 12 80 46 10 6 
SSE A с Caen 84 56 13 23 21 2} 11 1 13 1 
Netherlands merc: se tec dares 78 SY 16 24 20 —30 4 10 —6 1 
ОГ а ее 83 72 23 22 12 —49 50 10 4 —28 
Sweden Cag eee ae etre 95 88 18 19 16 —27 18 21 —24 0 
БА 66 74 23 27 22 —16 —15 11 a 3 
United Kingdom ............ 80 89 21 28 17 —30 6 —9 5 7 
GLECCE RE И ПВ Е 107 43 0 25 23 150 26 25 —13 —1 
Portugal САО 111 37 —2 36 17 —58 86 —11 —20 —23 
ПЕ 104 44 7 28 18 —53 23 —5 17 20 
Я о Seyi. biatch. «rs 149 39 —4 24 Я — 64 38 —1 —4 12 
СЕ о аи 107 58 1 17 22 14 5 38 —1 10 
ОЕ а ое 71 58 21 25 19 15 4 —2 —17 —4 
Е at eee 80 61 17 19 18 20 —7 —6 9 1 

ROCA Br crt ee aeons te 78 66 16 23 18 


Sources: As for table 5.2. 


в Market growth is based on growth of the developed market economies’ 


commodity structure, with relatively high proportions 
of beverages and tobacco and of finished manufactures 
(see table 5.7), resulted in a highly favourable export 
pattern and an above average market growth in every 
year shown. 


Sweden’s advantageous geographical and commodity 
specialization derived largely from its exceptionally 
high share of exports of machinery and transport equip- 
ment to Iraq—8.9 per cent in 1973, compared with its 
share of 1.4 per cent of the total exports to the oil- 
exporting countries—one of the fastest growing markets 
(increasing over tenfold between 1973 and 1977). 
Other countries with favourable export patterns, as 
reflected in the growth of their export markets, were 
Austria (except in 1976), Denmark (especially in 1975) 
and Norway. The initial distribution of Switzerland’s 
exports was notably unfavourable, but was advantageous 
from 1975 onwards. 


For the remaining west European countries, the annual 
fluctuations in the rates of market growth relative to the 
average were, very broadly, offsetting. This also applied 
to the United States and Japan. Given Japan’s initial 
heavy dependence on the comparatively slow-growing 
Indonesian market (see table 5.5), this is somewhat 
surprising; but this influence seems to have been offset 
by the effect of Japan’s relatively large share of the markets 
in Kuwait, United Arab Emirates and, in particular, 
Saudi Arabia. 

The influence of the geographical and commodity 


composition on export growth was most apparent for 
the south European countries. In 1974 all five countries 


exports to each of the twelve oil-exporting countries, disaggregated to the SITC 
section (one-digit) level, 
> Growth rate of a country’s exports minus growth rate of its markets. 


benefited very greatly from the geographical distribution 
of their exports to the oil-exporting countries: as with 
Sweden, this was mainly attributable to their compara- 
tively heavy dependence on Iraq as a market (total 
exports increasing by 280 per cent that year). But although 
Iraq continued to grow relatively fast in 1975 (104 per 
cent), this did not compensate for the effect of below 
average growth in their other principal export markets 
—principally Libya, but also Venezuela for Portugal— 
and the distribution became unfavourable. In addition, 
the commodity structure was also adverse in 1975, and 
again in 1976, food and live animals and crude materials 
showing little growth, and animal and vegetable oils 
actually falling. Hence the south European countries’ 
exports markets grew appreciably more slowly than did 
those of western Europe, the United States and Japan 
in 1975 and 1976 (and even fell for Portugal and Turkey 
in the latter year). This situation was again reversed in 
1977, however, as demand from the oil-exporting coun- 
tries for non-manufactures picked up sharply. 
Turning to the relative export performance figures 
in table 5.9, the most striking fact is the remarkably big 
annual fluctuations for many countries. Clearly “com- 
petitiveness” in international trade, as normally under- 
stood, is unlikely to have oscillated to the extent suggested 


by some of these figures. A more disaggregated commodity 


analysis might well have reduced the size of some of the 
annual swings, but it also seems probable that, because 
of the explosive but disparate growth of import demand 
in the oil-exporting countries in the mid-1970s, relative 
export performances in this market were influenced to 
an exceptional degree by special factors. In particular, a 
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high proportion of exports was associated with Govern- 
ment contracts—often very large and usually for construc- 
tion or defence projects—and one such contract could 
have a significant impact on the over-all size and com- 
modity composition of a country’s exports. Further- 
more, international competitiveness is likely to play 
a somewhat smaller role in Government to Government 
deals than in normal commercial transactions. Hence 
the figures shown in table 5.9 can only be taken as a very 
approximate indication of relative competitiveness in 
this important market. 


Nevertheless, the figures do indicate distinct develop- 
ments in this period for certain countries. The most 
notable were the strong export performances of Ireland, 
Italy, Greece and Yugoslavia, all of which recorded 
growth rates well above the rates of expansion of their 
respective markets in each year from 1974 to 1978 (apart 
from the latter two countries in 1977), implying strong 
competitive positions. 

The composition both of Italy’s and of Ireland’s 
exports to the oil-exporting countries were broadly 
“neutral”, being neither particularly favourable nor 
unfavourable to export growth: the rises in their market 
shares—very marked for Ireland (see table 5.3)—were 
therefore attributable to their relative export perform- 
ances. Both countries achieved substantial gains in 
manufactures and in the sector “food and live animals”. 
Ireland, in fact, increased its share of all nine SITC 
commodity sections, though from very low initial levels. 
(Its share of total exports in 1977 still amounted to only 
0.26 per cent, after doubling over the previous four 
years.°*) Italy’s gain was comparatively modest—by one 
percentage point to 9.1 per cent in 1978—but accords 
with the general estimates of its over-all competitive 
position in international trade in this period.* 


Greece and Yugoslavia increased their shares of total 
exports to the oil-exporting countries sharply, though, 
like Ireland, from low base levels (0.32 per cent and 
0.46 per cent, respectively, of the total market in 1973). 
As outlined above, the initial distribution had a major 
influence on the south European countries’ exports, 
being highly favourable to growth in 1974 but unfavour- 
able in the two following years. According to the figures 
presented in table 5.9, however, the doubling of Greece’s 
market share in 1974 owed much more to the strong 
relative export performance than to the distribution of 
exports, while the further gains in market shares in 1975 
and 1976 were due entirely to competitiveness, which 
more than offset the influence of the unfavourable 
distribution of exports. Greece made impressive gains 
in semi-manufactures, especially non-metal minerals, 
and in the section “food and live animals”, exports of 
fruit and vegetables rising from 4.6 per cent of the total 
market in 1973 to 12.8 per cent in 1977. 


For Yugoslavia, the gains in market shares attributable 
to relative export performance were smaller than for 


This percentage increased further in 1978, suggesting a 
continuation of the strong export performance. The same applied 
to Italy and Yugoslavia. 


93 See, for example, the OECD, Economic Outlook, December 
1978 (table 51) and July 1979 (table 55), which show Italy as the 
only large industrial country consistently gaining in world markets 
from 1975 on. The latter table also shows a major improvement 
for Ireland in 1977 and a further but smaller gain in 1978; figures 
are not given for this country for earlier years. 


Greece in the immediate aftermath of the oil price rise, 
but were appreciably bigger in 1976 and 1978. Its market 
share increased strongly in chemicals (fertilizers and 
explosives and pyrotechnic products 3“) and in finished 
manufactures (especially for ships, but also for clothing 
and furniture). 

In addition to the above four countries, for which 
the large and consistent gains in market shares indicate 
strong competitive positions, Finland and the Federal 
Republic of Germany had favourable relative export 
performances—as measured in table 5.9—in three years 
but losses in the other two years (1975). Thus, while the 
figures suggest strong competitive exports for Finland 
and the Federal Republic of Germany, the position is 
not as unambiguous as for the first four countries. The 
distribution of the Federal Republic’s exports was 
favourable to growth in 1975, offsetting the competitive 
loss; consequently its share of total exports to the oil- 
exporting countries increased by 2 percentage points 
between 1973 and 1977. (But this was followed by a 
sharp fall in 1978.) For Finland, however, the distribu- 
tion of exports was adverse in 1975; combined with the 
marked loss of competitiveness, this resulted in a pro- 
nounced fall in Finland’s share of the total market that 
year, though the strong relative export performance in the 
two subsequent years lifted the share to well above the 
1973 level (see table 5.3).% 


A notable feature of the Federal Republic of Ger- 
many’s exports to the oil-exporting countries was the 
rise in its share of the market for “beverages and tobacco”, 
from 0.8 per cent in 1973 to 11.7 per cent in 1977.% 
Some increase in the share of exports of machinery and 
transport equipment also occurred. Finland’s share of 
crude materials (SITC 2) exports rose from 2.8 per cent 
to 8.7 per cent in this period, mainly as a consequence of 
the doubling, to 28 per cent, of its share of wood and 
lumber. Finland, like Yugoslavia, also increased its 
market share of ships and boats (to $51 million in 1977). 


Norway and Belgium show competitive gains between 
1975 and 1977, but in both cases the export performance 
in 1974 was so weak as to offset the later improvement. 
Norway also suffered a large apparent loss of com- 
petitiveness in 1978, though the heavy reliance on exports 
of ships makes the measures used in table 5.9 of question- 
able value for this country. Belgium experienced a signifi- 
cant decline in its share of exports of manufactures to 
the oil-exporting countries, especially of semi-manu- 
factures (exports of iron and steel falling from 9.9 per 
cent in 1973 to 4.8 per cent in 1977),97 but some gains 
in non-manufactures. 


In marked contrast to the above countries, the export 
performances of Denmark, France and Turkey in the 
oil-exporting countries’ market were all relatively weak 


on Yugoslavia accounted for some two-fifths of the total exports 
of this product group in 1976. 


35 These exceptionally big fluctuations in Finland’s apparent 
competitive position in the markets of the oil-exporting countries 
reflect both the large swings in domestic demand and relative 
price developments, Finland devaluing in 1976. 


‚ °° Almost entirely beverages, and largely to Nigeria, which 
increased from under $1 million in 1973 to almost $73 million 
four years later. 


*” This took place very largely in 1975, when its market share 
fell to 5.1 per cent, despite an increase in value from $144 million 
to $182 million. 
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throughout the 1973 to 1978 period. Portugal might also 
be included, though its position is less clear. 


For Denmark, the effect of poor competitiveness on 
export growth—reflected in most commodity sections— 
was largely offset by the influence of the favourable 
export structure (see above), resulting in little change in 
its over-all market share between 1973 and 1978 (despite 
big fluctuations within the period). By contrast, France 
derived no apparent benefit from the geographical and 
commodity distribution of its exports—if anything the 
contrary—and its share of the total market declined 
steadily from 11.0 per cent in 1973 to 8.2 per cent in 


Rese Shares of most country and commodity markets 
ell. 


Because of their size and volatility, the figures of 
relative export performance for Turkey and Portugal 
are difficult to interpret. Over one-half of Turkey’s 
exports to the oil-exporting countries consisted of food 
and live animals, for which annual figures fluctuate 
erratically; but, broadly, Turkey gained shares of exports 
of fruit and vegetables but lost shares of exports of meat 
and meat production. Portugal’s total exports to the 
oil-exporting countries amounted to only $34 million in 
1978, much the lowest in absolute terms of any of the 
developed market economies. Apart from Venezuela, 
none of these countries is of any real importance as an 
export market for Portugal. Changes in Portugal’s 
export performance in these markets are therefore of 
limited significance. Nevertheless, the differences between 
the very strong performances of Greece and Yugoslavia, 
on the one hand, and the rather weak performances of 
Portugal and Turkey, is striking (Spain occupied an 
intermediate position). 


The figures in table 5.9 suggest a marked change of 
trend in export competitiveness between the first two 
and last three years for Switzerland and the United 
States, but in opposite directions, Switzerland moving 
from a weak to strong position and the United States 
moving in the reverse direction. Again, this was in line 
with the assessment of these countries’ over-all positions 
in world markets. 


The deterioration in the United States’ position in 
1977 was substantial, its share of total exports to the 
oil-exporting countries falling by almost 3 percentage 
points to 19.4 per cent (this, however, was followed by 
a sizeable gain in 1978), largely as a consequence of a 
steep fall in its share of exports of machinery and trans- 
port equipment. The United States’ dominance of exports 
of food and live animals to this market was weakened in 
the 1970s: initially its share of this market rose, from 
44.5 per cent in 1973 to as much as 53.5 per cent in 1974, 
but subsequently decreased to 34.9 per cent in 1977. 
However, this erosion reflected in large part the com- 
paratively slow growth of trade in cereals (where the 
United States held some three-quarters of total exports). 


98 A substantial upturn appears to have taken place in the first 
half of 1979, however, see OECD, Economic Outlook, No. 26, 
table 54. 

°° The extent to which changes in competitiveness were associ- 
ated with changes in relative prices is particularly difficult to 
assess, partly because there is no single general y acceptable 
measure of prices for this purpose and the various indices used 
sometimes show conflicting developments. In addition, relative 
price changes are usually held to have a lagged effect on exports, 
the lag spreading over a number of years (depending on the pro- 
duct group). 


The relative export performances of the remaining 
six countries (Austria, the Netherlands, Sweden, United 
Kingdom, Spain and Japan) do not indicate any clear 
patterns. In fact, developments tended to be highly 
volatile, gains alternating with losses. However, figures 
for certain years stand out: Austria’s large gain in 1976, 
reflected in most commodity groups and in all countries 
except Algeria and Indonesia; the Netherlands, the 
United Kingdom, Spain, all experienced substantial 
losses in 1974, with mixed results in subsequent years; 
Japan had a considerable gain in 1974 but losses in the 
two following years; and Sweden shows large losses in 
1974 and 1977 but almost equally large gains in the two 
intervening years. Sweden is one of the few countries for 
which the figures of relative export performance in 
table 5.9 differ significantly from those generally shown 
for exports in world markets.1 


(v) “Revealed” comparative advantage 


The concept of “revealed” comparative advantage is 
used here to examine the principal changes in the pat- 
tern of trade specialization of the 20 developed market 
economies’ exports to the oil-exporting countries. 
Following the usual practice,! indices of revealed 
comparative advantage have been calculated by dividing 
a country’s share of exports to the oil-exporting countries 
of a given commodity group by that country’s share of 
total exports to the oil-exporting countries. The higher the 
index number, the greater the “revealed” advantage for 
the commodity group in question. 


The present exercise examines “revealed” comparative 
advantage in a specific market—that of the oil-exporting 
countries—rather than in the world market; and all 
commodities are included, not just manufactures (SITC 
5-8) as in most exercises of this kind. The rationale for 
this wider coverage is that exports of many non-manu- 
factures (some of which are, in any case, in part manu- 
factured) have increased extremely rapidly, and that the 
pattern of “revealed” comparative advantage of these 
commodities compared with mannfactures ш this 
particular market is of considerable interest. As the 
fastest growing section, “Commodities and transactions 
not classified according to kind” (SITC 9) have also 
been included, even though this results in some rather 
bizarre results for certain countries. The years covered 
are 1973 and 1977 as some of the commodity trade 
statistics for 1978 are still provisional. 


The figures for broad commodity groups (SITC one- 
digit) are given in table 5.10. For the 13 west European 
countries as a group, “revealed” comparative advantage 
in 1973 was greatest in chemicals (SITC 5), followed, in 


100 See, for instance, OECD Economic Outlook, December 1978 
(table 51), which shows Sweden losing market shares in 1975 
and 1976. The other countries for which the two sets of figures 
diverge sharply are France and Japan. 

101 See, for example, “®Revealed” comparative advantage 
revisited: an analysis of relative export shares of the industrial 
countries, 1953-1971” by Bela Balassa, the Manchester School 
of Economic and Social Studies, December 1977. 

108 As suggested above, exports recorded under this heading 
are likely to reflect different national regulations and conventions 
concerning the recording of trade flows. But in view of the size 
and increase of this trade for certain countries, it seemed preferable 
not to exclude this heading. 
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descending order, by miscellaneous manufactured goods 
(SITC 8, roughly consumer durables), machinery and 
transport equipment (SITC 7), beverages and tobacco 
(SITC 1), semi-manufactures (SITC 6), food and live 
animals (SITC 0), and finally crude materials (SITC 2).1°3 
In 1977, after five years of immensely rapid growth, 
the ranking was similar except that beverages and tobacco 
had moved ahead of machinery and transport equipment, 
and food and live animals ahead of semi-manufactures. 
Hence industrial western Europe’s revealed comparative 
advantage in this market had shifted slightly from manu- 
factures to non-manufactures. 


The ranking of southern Europe in 1973 was more or 
less the reverse of that for western Europe: comparative 
advantage was strongest for crude materials, followed by 
semi-manufactures, miscellaneaous manufactures, food 
and live animals, beverages and tobacco, machinery and 
transport equipment and finally chemicals. Another 
difference with western Europe was that the range of 
index numbers was far greater for southern Europe, 104 
indicating a considerably more pronounced pattern of 
comparative advantages by broad commodity groups. 


By 1977 this ranking had changed significantly: food 
and live animals moved up from fourth to first position, 
and chemicals from seventh to fifth place. This improve- 
ment for chemicals was particularly striking, the index 
rising from 0.48 in 1973 to 0.92 in 1977, by which time 
Greece, Portugal and Yugoslavia all had figures of greater 
than unity (i.e., their export shares in chemicals were 
greater than in total exports). The index number had also 
risen markedly for semi-manufactures, but fell sharply 
for beverages and tobacco, and machinery and transport 
equipment. 

The United States had a greater comparative advantage 
in the three non-manufactured groups than in the four 
manufactured groups, both in 1973 and 1977. The 
opposite applied to Japan, except that the crude materials 
group was marginally ahead of miscellaneous manu- 
factures in 1973. The following text table shows the 
ranking for the four areas in 1973 (with 1977 figures in 
parentheses). 


Western Southern United 


Europe Europe States Japan 
Food and live animals..... 6(5) 4(1) 1(1) 6(7) 
Beverages and tobacco.... 4(3) 5(6) 3(3) 7(6) 
Crude materials .......... 7(7) 1(2) 2(1) 3(4) 
Среписа и. 1а) 7(5) 5(5) 5(5) 
Semi-manufactures ....... 5(6) 2(3) 7(7) 1(1) 
Machinery and _ transport 
Ва КО оо базо оса 3(4) 6(7) 4(4) 2(2) 
Miscellaneous manufactures  2(2) 3(4) 6(6) 4(3) 


Source: table 5.10. 


A development of considerable potential significance 
was the shift between 1973 and 1977 in the comparative 


108 Excluding both the unclassified group (SITC 9) and mineral 
fuels (SITC 3), both of which, while of some interest for individual 
countries, are of little relevance in the present comparison of 
country groupings. Animal and vegetable oils (SITC 4) are also 
excluded here as exports were small in absolute value and the 
intention here is simply to identify the broad pattern. 

104 The ratio of the highest to lowest index numbers was 4.4 
for southern Europe in 1973 and 4.8 in 1977, compared with 1.7 
and 1.5 respectively for western Europe. The corresponding figures 
for the United States were 4.9 and 3.3, and for Japan 8.3 and 11.3. 


advantage in machinery and transport equipment from 
western and southern Europe to the United States and, 
more particularly, to Japan (although this commodity 
section did not improve its ranking for the two latter 
countries, the index number rose in both cases: see 
table 5.10). There were, however, several exceptions, 
developments being far from uniform within western or 
southern Europe. These are examined in the following 
paragraphs, which summarize the principal findings for 
each country, based on the data in table 5.10 and similar 
calculations at the SITC two-digit level (at the three- 
digit level for machinery and transport equipment). 
Because of the volume of data, the following comments 
are inevitably highly selective and concentrate on points 
of particular interest. 


Austria’s comparative advantage in exports to the 
oil-exporting countries was strongest in crude materials, 
largely because of wood and timber, the index for which 
in 1973 was as high as 42. By 1977 this had declined 
steeply and wood and timber was in third place on the 
comparative advantage scale, behind live animals and, 
in first place, non-gold coins, a market Austria had come 
to dominate (with exports of $33 million in 1977). 
Other commodity groups whose position improved 
sharply were fruit and vegetables, sugar, and wood and 
cork manufactures (excluding furniture). Paper and 
paperboard remained in a high position, as did textile 
yarns and fabrics, but iron and steel lost ground, falling 
from third to fourteenth position. 


The figures for Belgium’s comparative advantage 
were heavily influenced by that country’s large and rapidly 
increasing unclassified exports (SITC 93, amounting to 
$310 million in 1977). Between 1973 and 1977 the com- 
parative advantage in semi-manufactures appears to 
have diminished very considerably—due in large part to 
iron and steel (falling from second to tenth position), 
but also to non-metallic minerals and non-ferrous 
metals—and to have increased for chemicals and for 
all the non-manufactured groups. Belgium was one of 
the countries to record a faster growth of non-manu- 
factured than of manufactured exports. Among manu- 
factured goods, the position of footwear and of textile 
machinery improved notably. 


Denmark’s comparative advantage in this market was, 
as would be expected, heavily concentrated on food and 
live animals, and beverages and tobacco. Furthermore, 
this concentration was markedly higher in 1977 than in 
1973. Meat and dairy products had the two first positions 
in both years, with beverages in third place.1% 


Initially, Denmark’s exports of manufactures to the 
oil-exporting countries were very small in absolute value, 
so that the pattern of revealed comparative advantage in 
1973 is of limited significance, tending to be unduly 
influenced by exceptional items. (The highest ranking 
was in fact for explosives and pyrotechnics, exports of 
which had dwindled to virtually nothing by 1977.) This 
point applies in varying degree to all of the smaller 
economies included here. By 1977, the first ranking 
among manufactures was for furniture, followed by wood 
and cork manufactures, in accordance with what might 
be expected. 


к 105 Exceptionally rapid expansion of demand for these products 
in the oil-exporting countries was a major factor in the favourable 
growth of Denmark’s markets, referred to in the previous section. 
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Finland’s over-all pattern of comparative advantage 
differed more from the regional average than did that 
of any other west European country, crude materials 
being in a dominant position, reflecting the importance 
of wood and timber, and of pulp and paper. The index 
for the former increased from 40 in 1973 to 61 in 1977, 
while that for the latter rose from 17 to 20. This, together 
with the absence of exports in a large number of product 
groups (33 in 1973 and 22 in 1977, excluding SITC 9), 
resulted in a highly skewed export distribution. Much 
the greatest comparative advantage in manufactures was 
in the two forest-based groups: wood and cork manu- 
factures, and paper and paperboard. What was important 
here was the. significant strengthening of Finland’s 
comparative advantage in the former (the index rising 
from 8 to 17), as demand from the oil-exporting countries 
for these products rose extremely rapidly, reflecting in 
large part the construction boom.}% 


But, as shown above, Finland’s over-all export perform- 
ance was impressive, its share of most commodity sections 
rising sharply between 1973 and 1977. This was attribut- 
able mainly to a small number of commodity groups 
(in addition to the forest-based items), the most notable 
of which were: crude chemicals from coal, petroleum 
and gas (SITC 52); dyeing, tanning and colouring 
materials; manufactured fertilizers; and ships and boats. 
The indices of comparative advantage for these items 
were all substantially higher in 1977 than in 1973, indicat- 
ing an increased degree of specialization in Finland’s 
exports to the oil-exporting countries. 


For France, as with the other larger economies, the 
pattern of comparative advantages tended to be more 
stable than for the smaller economies. One significant 
change was the rise in the position of railway vehicles 
from forty-third to second place (though these are subject 
to large and erratic annual fluctuations). The rise in 
France’s comparative advantage index for machinery 
and transport equipment appears to have been attribut- 
able mainly to railway vehicles, together with the improved 
position for road vehicles. 


The other major change in ranking was for meat, which 
rose from thirty-second to third position in 1977 (when 
exports amounted to $74 million). Sugar moved up from 
second to first place, but was negligible in value terms. 
The index for medicinal and pharmaceutical products 
decreased, but this group was still in fifth place on the 
comparative advantage scale in 1977, followed by perfume 
materials, etc. (SITC 55). 


As would be expected, the Federal Republic of Ger- 
many’s comparative advantage in exports to the oil- 
exporting countries lay in machinery and transport 
equipment, though the index declined slightly between 
1973 and 1977. Probably of more significance was the 
fall in the index for chemicals, from 1.31 to 1.09. In 
1973, the first five positions were occupied by: metal- 
working machinery; electrical apparatus for medical 
purposes; dyeing, tanning and colouring materials; 
textile machinery; and explosives and _ pyrotechnic 
products. The last of these product groups had fallen 
to forty-first position by 1977, but the other four still 
ranked among the top ten. Coal had risen to seventh 


в Ву contrast, Finland’s comparative advantage in paper and 
paperboard declined steeply (the index falling from 39 to 20), which 
Se ne ne large fall shown for semi-manufactures (SITC 6) in 
table 5.10. 


place, but was under $16 million in value. In relative 
terms, the biggest shift in the Federal Republic of Ger- 
many’s comparative advantage was the improvement for 
beverages, referred to in the previous section. 


Ireland’s exports to the oil-exporting countries, like 
those of Finland, were highly specialized. Comparative 
advantage lay over whelmingly with food and live animals, 
and beverages and tobacco (the first overtaking the second 
between 1973 and 1977). The index for live animals rose 
from 30 in 1973 to 116 in 1977, the highest figure for 
any country or product group, indicating that Ireland 
had an extremely strong comparative advantage in this 
commodity. Miscellaneous food preparations (SITC 09) 
moved up from fourteenth to second position in this 
period (with an index number of 66 in 1977). Together, 
these two commodity groups accounted for 37 per cent 
of Ireland’s total exports to the oil-exporting countries. 
Beverages fell from third to tenth position on the com- 
parative advantage index scale, but tobacco remained 
in fifth place. 

Both crude and manufactured fertilizers (SITC 27 
and 56, respectively) lost ground very sharply. Despite 
this, Ireland displayed a strong and increasing comparative 
advantage in chemicals, explained mainly by medicinal 
and pharmaceutical products—reflecting specialization 
in health care products—and perfume materials, etc. 
(SITC 55), which occupied fifth place in 1977. The 
highest ranking finished manufactured groups in that 
year were electricity distributing equipment (twelfth) 
and miscellaneous manufactured articles (SITC 89, in 
fifteenth position). 


The indices of Jtaly’s comparative advantage are 
influenced more than those of most other countries by 
exports of petroleum, presumably reflecting shortages of 
refining capacity in some of the oil-exporting countries 
in the mid-1970s.1% Otherwise, Italy’s comparative 
advantage was strongest in semi-manufactures and miscel- 
laneous manufactures (SITC 8, roughly consumer goods), 
with further shifts in this direction in the four years to 
1977. Product groups with high rankings were leather and 
manufactures; sanitary, plumbing and heating fittings; 
furniture; clothing; footwear; and miscellaneous manu- 
factured goods. All of these groups except footwear 
improved their relative positions and ranked among the 
first ten in 1977. Italy’s comparative advantage in machin- 
ery and transport equipment, however, declined signifi- 
cantly, only domestic electrical equipment improving 
its position (to eighth in 1977). 

Hence there was a marked shift in Italy’s revealed 
comparative advantage in manufactures. The product 
groups in which Italy’s position was strongest were 
among those which might be expected to be particularly 
price elastic. This, combined with the substantial effective 
depreciation of the lira after 1975, would help to explain 
Italy’s impressive relative export performance in this 
period. The relationship, however, could well be two- 
way: an undervalued currency leading to relatively fast 
expansion of exports—and thus increased “revealed” 
comparative advantage—in the more price elastic product 
groups. 


107 Italy’s total export of mineral fuels to the oil-exporting 
eee reached $184 million in 1976, but declined to $150 million 
in р 
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In the present context, the Netherlands is chiefly 
notable for its remarkably low comparative advantage in 
manufactures other than chemicals. Between 1973 and 
1977 the position of chemicals weakened; fuels moved 
into first расе,108 followed by food and live animals— 
meat and meat products taking over first position from 
hides and skins. The highest ranking manufactured 
groups, other than chemicals, were ships and boats 
(eighteenth in 1977) and footwear (twenty-third). 


Before the oil price rise, Norway’s exports to the oil- 
exporting countries amounted to only $46 million. The 
pattern of revealed comparative advantage therefore, was 
probably not of great significance. Over the next four 
years the pattern changed greatly but, because of the 
importance of ships in its exports, single year figures 
could be misleading. In both years, however, the first five 
positions were taken by: fish; coal and coke; ships and 
boats; animal and vegetable oils and fats; and paper and 
paperboard. The large rise in exports of ships and boats— 
which accounted for 48 per cent of total exports in 1977— 
explains the marked increase between 1973 and 1977 in 
the comparative advantage index for machinery and 
transport equipment. 


The highest index number for machinery and transport 
equipment, both in 1973 and in 1977, was for Sweden. In 
the latter year, four of the first ten rankings were in this 
commodity section: ships and boats; telecommunications 
apparatus; office machines; and electricity distributing 
equipment. 

Sweden also had a strong comparative advantage in 
crude materials, due, in large part, to wood and lumber, 
and pulp and paper. But a major change took place, with 
oilseeds and nuts in first position in 1973 but with no 
exports of this commodity group recorded four years 
later. By contrast, metalliferous ores rose from thirtieth 
place on the comparative advantage scale in 1973 to first 
position in 1977. 


Switzerland had a remarkably high revealed compar- 
ative advantage in chemicals; despite a substantial weak- 
ening Бу 1977,1 it remained well above that for any other 
developed market economy. Four chemical groups rank 
in the first ten on the comparative advantage scale: 
medical and pharmaceutical products; dyeing, tanning 
and colouring materials; perfume materials, etc. (SITC 
55); and chemical materials and products n.e.s. (SITC 59). 
These four all ranked among the first eleven in 1973, 
suggesting a fairly well-established relative strength in 
these products, at least as regards the oil-exporting 
countries’ market. 

For Switzerland, nine of the first ten product groups 
on the comparative advantage scale are manufactures as 
traditionally defined (SITC 5-8): this is a higher number 
than for any other country. In addition to the four chemi- 
‘cal groups listed above, the others are: non-ferrous 
metals; power generating machinery; textile machinery; 
scientific and control instruments, photographic goods 
and clocks (in first position); and miscellaneous manu- 
factured goods. A particularly interesting point about these 


108 The same factor that affected Italy’s exports explains this 
development, presumably. 

109 The indices for Switzerland, like those for Belgium, were 
affected by comparatively important exports of “firearms of war 
and ammunition therefor” (SITC 95) in 1973, when 8.2 per cent 
of the country’s exports to the oil-exporting countries were in 
SITC 9; four years later this percentage was down to 0.1 per cent. 


goods is that some are included amongst those classified 
as “research intensive”, on the basis of relatively high 
shares of research and development expenditure in total 
sales and relatively high ratios of research and develop- 
ment scientists and engineers to total employees. Among 
such product groups which are also included in the above 
list of those in which Switzerland has a high revealed 
comparative advantage are: office machinery; scientific, 
medical and optical instruments (SITC 861) and photo- 
graphic and cinematographic supplies (SITC 862), both 
of which are here subsumed under scientific and control 
instruments, photographic goods and clocks (SITC 86); 
medical and pharmaceutical products (SITC 541). Switzer- 
land also has a relatively high ranking in electrical power 
equipment (SITC 722), also considered as a research- 
intensive product.° Switzerland has а considerably 
higher average ranking for these products than any of the 
other developed market economies. 


The indices of revealed comparative advantage for the 
United Kingdom were also unduly affected by exports 
recorded under SITC 9. In fact, coins other than gold 
(SITC 96) occupied first position in 1973, while postage 
packages not classified according to kind (SITC 91) had 
moved into this position by 1977, with firearms of war 
and ammunition therefor (SITC 95) in second position, 
and animals n.e.s., including zoo animals, dogs and cats 
(SITC 94) in fourth position. Some of these figures are 
probably more revealing of conventions in recording 
exports than of comparative advantage. 


The more significant figures for the United Kingdom 
were the strong and increasing comparative advantage 
in chemicals and the deterioration in the relative position 
of machinery and transport equipment. The position 
improved between 1973 and 1977 for all chemicals except 
the miscellaneous group (SITC 59). In the latter year, 
four chemical groups ranked among the first ten in terms 
of revealed comparative advantage: crude chemicals from 
coal (SITC 52); dyeing, tanning and colouring materials; 
medicinal and pharmaceutical products; and perfumes, 
etc. (SITC 55). By contrast, the highest ranking group in 
machinery and transport equipment was agricultural 
machinery, in twelfth place. Road motor vehicles lost 
ground, from twenty-third position in 1973 to forty- 
sixth in 1977. 

As already indicated, the revealed comparative advan- 
tage of the south European countries in exports to the 
oil-exporting countries differed greatly from that of 
western Europe. But there were also pronounced differ- 
ences among the south European countries, as well as 
sharp changes between the two years shown in table 5.10, 
partly as a consequence of the low initial level of several 
countries’ exports. Nevertheless, certain developments 
were common to these countries. Of these the most 
notable were the greatly strengthened comparative ad- 
vantage in this period in food and live animals, in chemi- 
cals (apart from Turkey), and in semi-manufactures 
(except for Yugoslavia) and the offsetting loss of ground 
in machinery and transport equipment (with the important 
exception of Yugoslavia). 

The patterns of specialization in non-manufactures 
were very much as would be expected, being based closely 
on resource endowments. But the degrees of special- 
ization—as measured by the indices of revealed compara- 


110 See Balassa, op. cit., p. 329. 
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tive advantage—varied considerably, Portugal and Turkey 
displaying the most accentuated pattern.’ 


Among semi-manufactures, high rankings were re- 
corded in 1977 in: manufactured fertilizers and in explo- 
sives and pyrotechnic products (Portugal and Yugoslavia 
in both cases, and Spain in the former); wood and cork 
manufacturers (Greece, Portugal and Yugoslavia); non- 
metallic minerals (Greece, Spain and Turkey); non- 
ferrous metals (Greece and Turkey). All of these were also 
closely related to resource endowments. 


Among finished manufactures the following product 
groups ranked in the first ten on the comparative advan- 
tage scale: furniture and clothing (Yugoslavia); footwear 
(Spain); and ships and boats (Portugal and Yugoslavia). 
The latter group had ranked in third position for Spain 
in 1973, but had fallen to twenty-fourth place by 1977. 
The rankings of revealed comparative advantage in ships 
and boats changed markedly for some other countries in 
this period, most notably for Japan, where it rose from 
nineteenth to third position,!? Finland (from thirtieth 
to sixth position), Sweden (twelfth to sixth place) and 
Denmark (ninth to twenty-sixth position). It maintained 
its high position, however, in Norway. Given the size 
and growth of this market (an almost ninefold increase 
to $1.8 billion) these changes were of considerable 
significance. 


(vi) The impact of exports to the oil-exporting countries 
on west European countries’ over-all foreign trade 
positions 


The rapid expansion of exports to the oil-exporting 
countries in the mid-1970s had a significant impact on the 
geographical composition and commodity structure of 
west Europe’s exports, and of course on trade balances. 


Before the 1973 oil price rise and the ensuing import 
boom, the oil-exporting countries were a relatively small 
market for western Europe’s exports, accounting for 
only 3.5 per cent of total exports. The share exceeded 
5 per cent only for Italy and the United Kingdom, while 
for the Scandinavian countries it was less than 2 per cent 
and for Ireland only 0.8 per cent. The corresponding 
figure for southern Europe was 3.8 per cent, largely 
because of the relatively high share for Spain (6.2 per 
cent).113 Ву 1977 these shares had more than doubled for 
all countries other than France, the Netherlands and 
Spain. 

The slower growth of this market in 1978 resulted in 
some decline in its relative importance for a few of the 
European countries, a development that became more 
pronounced in 1979. Nevertheless, the oil-exporting 
countries as a group are now a market of great impor- 
tance for western Europe. In 1978 they took $43 billion 
of the region’s exports, more than North America ($39 
billion) and almost twice as much as eastern Europe and 


111 Tn 1973, Portugal recorded exports in only 36 of the 75 prod- 
uct groups. 


112 First position in Japan in both periods was held by fish, 
second position in 1977 (third in 1973) by iron and steel, and 
fourth place in 1977 (second in 1973) by textile yarns and fabrics. 

113 Japan was rather more dependent on this market than any 


European country, with a figure of 7.3 per cent in 1973 rising to 
14.6 per cent in 1977. 


the Soviet Union ($23 billion). Following the recent oil 
price rises, the oil-exporting countries are likely to become 
again the most dynamic market for the exports of the 
developed market economies. 

There were substantial differences in the relative im- 
portance of the oil-exporting countries as a market for 
the various commodity groups. This market accounted 
for as much as 13.2 per cent of the developed market 
economies’ total exports (including intra-trade) of machin- 
ery and equipment.!!4 Given the high probability of a 
renewed upsurge in demand for these goods, this figure 
could well rise further over the next few years. Among 
non-manufactures, the most notable increase was for 
beverages and tobacco, the oil-exporting countries taking 
8.3 per cent of total exports in 1977. 


Oil-exporting countries share of developed market economies’ 
total exports, by commodity sections 


(Percentages) 

SITC Section 1973 1977 

Food and live animals (0) .............. 95 6.9 
Beverages and tobacco (Те... 253} 8.3 
Crude; materialss(@) Aen sc cit aera anne 1-5 2.4 
Mineral вает (ЗЕ ое eer fee Del 
Animal and vegetable oils (4)............ 5.6 7.9 
С@пеписав у, occ cee tee 4.0 5.8 
Semi-manufactures (бе. 4.5 9.9 
Machinery and transport equipment (7)... 52 13.2 
Miscellaneous manufactures (8) ......... 2.6 Tol 
Commodities not classified elsewhere (9) .. Sul 10.5 
орон ae 85 Tez 


The contribution made by the rise in exports to the 
oil-exporting countries to the increases in developed 
market economies’ total exports varied greatly, ranging 
from as little as 2.7 per cent for Norway to as much as 
23 per cent for Greece. These are partly attributable 
to three factors: the initial share of the oil-exporting 
countries in total exports; the share of finished manu- 
factures in exports to the oil-exporting countries; and 
relative ехроге performance. The last of these was ana- 
lysed in section (iv) above, where it was shown that 
relative performances differed considerably for some 
countries. The first two points are shown in columns one 
and two, respectively, of the text table given on the next 
page. In the final column, the contribution made by the 
oil-exporting countries’ market to the growth of total 
exports in the mid-1970s is given. 


As can be seen, this contribution was considerably 
larger, in relative terms, for the bigger west European 
economies, Switzerland and the south European countries 
(apart from Portugal) than for the other countries, mainly 
reflecting differences in the initial weight of the oil- 
exporting countries in total exports (column 1), though 


_ 14 Demand was of course distributed very unevenly, resulting 
in remarkably high dependence on this market for some industries: 
in 1973, almost one-third of total exports of electricity distributing 
equipment went to the oil-exporting countries. 


115 The effect of varying commodity patterns—examined above— 
was of course more complex than this, but the major element was 
the relative importance of finished manufactures, as these increased 
substantially faster than other commodity groups. 


Exports to the oil-exporting countries, 1973-1978 


Exports to the 
oil-exporting 
countries as a 
percentage of 
total exports 
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1973-1978 
Increase т exports 
to oil-exporting 
countries as a percentage 
of the increase in total 


Finished manufactures » 
as a percentage of 
total exports to the 

oil-exporting 


735 conntries 1973 exports 
Austria В Se oe es ee ne 2.3 (4.8) 33 6.8 
Bel о eae ek kaos eee 2.1 (4.9) 30 7.9 
Denmark Bie MO ee snare thee 1.9 (4.8) 46 8.1 
Binland® Sey seen. ee ee 1.4 (3.9) 6 5.8 
ERAN CE seam В А tt io hens 4.6 (8.1) 54 11.2 
Germanys Feds, Веро он, 3.38(9:>) 65 13.1 
Ireland geese а 0.8 (3.7) 17 5.4 
talvize conctenate cnt ое 5.4 (12.4) 53 17.0 
Netherlands smrrcce treme atte ee 2.4 (4.9) 36 nae, 
NOL WAYS eee orien МИ: име. 1.0 (1.9) 27 2:7 
Ве ne о ааа 1.8 5.2) 62 9.5 
Switzerland еси Е есь 3.7 (8.0) 56 10.9 
ООО УИ око осо зоо ве 5.3 (12.0) 62 17.0 
(СО, о Ал нае И vee 3.3 (14.5) 17 23.0 
Бона ет а ва 0.5 (1.4) 26 4.2 
ра И cic chins eiiciee ss 6.2 (12.5) 43 16.6 
ЗВЕНО ce AD SP ruts ОИ eg ОИ 3.0 (8.9) 8 16.8 
WATE ENE Oe ais (Se ae rr 2.3 (9.2) 36 17.1 


= 1978 figures in parentheses. 
> SITC 7 and 8. 


this factor was reinforced in the bigger economies by the 
relatively high share of finished manufactures in their 
exports.1"° As these differences in the oil-exporting coun- 
tries’ share of total have continued (1978 figures are 
shown in the above text table in parentheses), and since 
the demand for finished manufactures is likely to go 
on rising appreciably faster than semi- or non-manufac- 
tures (though relative price movements are, of course, 
unpredictable) it would seem probable that the benefits 
of the upsurge of import demand in the oil-exporting 
countries will again accrue disproportionately to the 
larger developed market economies plus Switzerland and 
the Southern countries apart from Portugal. 

The role played by exports to the oil-exporting coun- 
tries in reducing western Europe’s oil-induced trade deficit 
is brought out in table 5.11. Western Europe’s net imports 
of mineral fuels rose by just over $38 billion between 1973 
and 1978,” most of this increase occurring of course in 
1974. During this period western Europe increased its 
exports to the oil-exporting countries by almost $35 billion. 
As imports other than fuels from the oil-exporting coun- 
tries rose by less than $2 billion, western Europe had 
offset by 1978 much the greater part of its higher oil bill 
through increased net exports to the major oil-exporting 
countries. The region’s combined crude trade deficit was 
in fact rather lower in 1978 than in 1973 in current dollar 
terms. Needless to say, relative price movements played 
a very considerable part in these developments. 


However, although western Europe as a region largely 
restored its trade balance by means of higher exports to 
the oil-exporting countries, the figures for individual 
countries show a very varied pattern. In the first place, 


116 A considerable part of the exceptionally high figure for 
Italy in the last column, however, was attributable to that country’s 
favourable relative export performance (see above). 

117 This figure is affected by increased output of North Sea oil 
in this period. 


the positions of Norway and of the United Kingdom were 
highly favourable because of increased oil output from 
the North Sea, while the Netherlands benefited from 
continuing domestic output of natural gas. Of the remain- 
ing ten countries, only three covered the greater part of 
their higher oil costs by increased exports to the oil- 
exporting countries: the Federal Republic of Germany 
(with a 94 per cent coverage), Italy (78 per cent), and 
Switzerland (142 per cent, explained in part by the com- 
paratively small increase in the cost of its net imports 
of fuel). Each of the other seven countries managed to 
offset only a relatively small part of their higher oil 
import costs by expanding exports to the oil-exporting 
countries.14§ 


The same applied to the south European countries. 
For the five countries in aggregate, the cost of net imports 
of fuels rose by $7.7 billion (a fivefold increase, compared 
with a threefold increase for western Europe), while their 
exports to the oil-exporting countries increased by 
$2.4 billion. 


SUMMARY AND CONCLUSIONS 


In the aftermath of the 1973 oil price rise, import 
demand in the main oil-exporting countries grew extremely 
fast, aggregate import volume almost doubling between 
1973 and 1975. Although this rate then slowed down 
sharply, it continued to increase at a faster rate than total 
world trade. In the five years to 1978, the dollar value of 
the combined exports of the west and south European 
countries plus the United States and Japan to the twelve 
principal oil-exporting countries rose more than sixfold, 
to $76 billion. 


118 Finland, however, increased its exports to the Soviet Union 
in payment for the higher oil costs. 
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All twenty of the developed market economies benefited 
from this rapid expansion of exports, but the rates of 
growth differed greatly: from an increase, between 1973 
and 1978, of 240 per cent for Portugal to as much as 
1,206 per cent for Ireland (table 5.2). A major factor in 
these differences was the large variations in the growth of 
markets, as regards both countries and commodities 
(examined in sub-section (ii) and (iii), respectively). At 
the extremes, total exports to Indonesia rose between 1973 
and 1978 by 131 per cent, while those to Saudi Arabia 
increased by 1,071 per cent (table 5.4); and total exports 
of crude materials rose 177 per cent between 1973 and 
1977, whereas miscellaneous manufactures grew 521 per 
cent (table 5.6). The major shift was towards machinery 
and transport equipment, which accounted for 52 per 
cent of total exports to the oil-exporting countries in 1978, 
compared with 46 per cent in 1973. 


In sub-section (iv), the growth rate, in terms of dollars, 
of each exporting country’s market in the oil-exporting 
countries is calculated in order to obtain an indication 
of relative export performance. These calculations indicate 
that the United Kingdom and Sweden benefited from 
highly favourable export patterns (i.e. their exports were 
concentrated in the relatively fast-growing markets). 
Other countries with favourable export patterns for the 
period as a whole (though not in every year) were Austria, 
Denmark, Norway and Switzerland. 

Annual fluctuations in rates of market growth relative 
to the average were, very broadly, offsetting for the 
remaining west European countries, the United States 
and Japan. For the south European countries, the distri- 
bution of exports was initially extremely favourable— 
mainly because of their comparatively heavy dependence 
on the fast-growing market in Iraq—but was markedly 
unfavourable to export growth in 1975 and 1976. 

The figures in table 5.9 for relative export performance 
(the difference between the growth rates of the market 
and of actual exports) show remarkably big annual 
fluctuations for many countries, suggesting that this 
market was influenced to an exceptional degree by factors 
other than “competitiveness” as usually understood in 
international trade. Nevertheless, the figures indicate that 
Ireland, Italy, Greece and Yugoslavia recorded growth 
rates well above the rates of expansion of their respective 
markets, implying strong competitive positions. These 
four countries increased their shares of total exports to 
the oil-exporting countries, very considerably in the case 


of the three smaller economies, although from low initial 
levels. Gains were made in most of the principal commod- 
ity groups and in the majority of individual markets. 
Finland and the Federal Republic of Germany also in- 
creased their over-all market shares between 1973 and 
1977, though both countries experienced marked declines 
in relative export performances in 1975. 


By contrast, the export performances of Denmark, 
France and Turkey were relatively weak, resulting in some 
loss of market shares. Portugal might also be included, 
but because the oil-exporting countries are such a small 
market for its exports, its position is less clear. But the 
difference between the very strong export performance 
of Greece and Yugoslavia, on the one hand, and the 
relatively weak performances of Portugal and Turkey in 
this market is striking (Spain occupied an intermediate 
position). The relative export performance figures for 
Austria, the Netherlands, Sweden and the United King- 
dom, and also for the United States and Japan do not 
exhibit any very distinct patterns: developments tended 
to be highly volatile, annual gains alternating with losses. 


The principal changes in the patterns of trade special- 
ization, as exhibited by “revealed” comparative advantage, 
are examined in section (v). Between 1973 and 1977 there 
was a shift in the “revealed” comparative advantage in 
machinery and transport equipment away from western 
and southern Europe as a whole and to the United States 
and, more particularly, to Japan. Given the importance 
of these products in this market—an importance that 
could well increase during the next few years—this is 
a development of considerable potential significance. 


The final sub-section shows that, while the oil-export- 
ing countries have become an export market of great 
importance for western Europe as a whole, the extent of 
this importance varies greatly. This market accounts for 
a considerably higher share of the total exports of the 
larger economies, Switzerland and most of the south 
European countries than of the smaller economies of 
western Europe. In view of the likelihood that the oil- 
exporting countries will be the world’s major growth 
market in the early 1980s, these differences are likely to 
have a significant impact on the development of trade, 
with a disproportionate share of the growth in exports 
again accruing to a small number of countries. The extent 
to which countries offset the higher import costs of oil in 
the 1970s by increased exports to the oil-exporting coun- 
tries is also shown to have differed markedly. 
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J = January 1980 M = March 1980 
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® Including stock changes. 

> Gross national product. 
а © Government fixed capital formation is included with government consump- 
ion. 

4 Household investment. 

e More recent estimates indicate a GDP growth of 3.5 to 4 per cent in 1979. 

f A forecast prepared in January foresees virtually no growth for 1980. 
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oil exploration are: Data excluding ships are: 
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CHAPTER 2 


RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


INTRODUCTION 


1979 was an unfavourable year for the economies of 
southern Europe. Among the five largest countries, there 
was a further deceleration in the rate of expansion in 
three of them (Greece, Spain and Turkey), and only in 
Yugoslavia was the rate of growth (7 per cent) compar- 
able to that in the years before 1974. In Portugal the 
rate of growth of output was virtually the same as in 
1978 but much below the 1970-1973 average. In Spain and 
Turkey the rates of growth of output have been very 
modest, of the order of 1.5 to 2.5 per cent, which is not 
only much below the rates of growth prevailing before 
1974, but also significantly lower than that in the more 
industrialized western countries. Part of the deceleration 
of output is due to the agricultural sector, which in 1978 
had been an important support to total output growth; 
but most of it is due to industry and services, while the 
construction sector’s output declined in two of the major 
five (Portugal and Spain) and decelerated in the other 
three. The deceleration of output reflected the weakening 
of the main components of demand: private consumption 
decelerated in every major country, while investment 
declined in Turkey and Portugal, stagnated in Spain and 
decelerated in Greece and Yugoslavia. Only in Yugoslavia 
did investment grow at a satisfactory pace or increase 
its share of total final expenditure. External demand 
continued to be very dynamic in Portugal, Greece and 
Spain where it was the most rapidly expanding com- 
ponent of final demand. 

As shown in the following table the aggregate balance- 
of-payments deficit of these countries increased from 
$2.9 billion in 1978 to $4.3 billion in 1979, the deterior- 
ation being due to Greece and Yugoslavia. 


Part of the deterioration is due to the effects of higher 
oil prices, the full effects of which will only be felt in 
1980. These countries are particularly vulnerable to such 
a price change, not only because their self-sufficiency in 
oil is lower than for most advanced countries but also 


because they are at an intermediate stage of development 
where the secondary sector is expanding not so much 
qualitatively (by the displacement of low technology 
price-elastic goods by high technology price-inelastic 
ones) as quantitatively and the process of tertiarization 
has hardly begun. This explains partly the fact that the 
growth elasticity of energy consumption with respect to 
GDP remained well above unity after 1973. 


Inflationary pressures increased in all countries except 
Spain. Excluding Turkey the average unweighted increase 
in the price level of the other four increased from nearly 
18 to 19.5 per cent. Thus the inflation rate in these coun- 
tries continues to be more than double that prevailing in 
the more industrialized western countries, but the dif- 
ference has not changed much from 1978 to 1979. The 
range of the increase in prices however, varies very 
much from country to country with Spain and Greece 
at 16 to 17 per cent, Yugoslavia and Portugal at 20 to 
24 per cent, and Turkey where prices increased by well 
over 50 per cent. 


Prospects for 1980 are not particularly good because 
the oil price increase will tend to aggravate the balance- 
of-payments problems of certain countries and these 
will place a constraint on growth. Moreover the low 
expected rate of expansion of world trade rules out the 
possibility of the external sector acting as a major stimulus 
to total final demand. In these conditions 1980 will be a 
very difficult year in which short-run stimulatory measures 
will have to be combined with longer-term structural 
policies to improve the efficiency of the economic systems. 
A gradual shift in the balance of policies in this direction 
is already noticeable in several countries. 


In 1980 there might be some convergence in the rates 
of expansion of these countries, as output growth could 
decelerate in the faster expanding ones (Yugoslavia and 
Greece) and recover modestly in the other three. 


Current account balance of south European countries 


1977 1978 1979 

Per cent of Per cent of Per cent of 
Million GDP Million GDP Million GDP 

US dollars (or GNP) US dollars (or GNP) US dollars (or GNP) 

ик ААА и____—_—_—— бб 

ке —1 280 —4.9 —1 250 —4.0 —2 400 —6.3 
и. —1 500 —9.2 —800 —4.5 54 —0.3 
О ОА —2 164 —1.6 1 606 1.0 1 634 0.8 
AO OCCU OSS Cee —3 385 —7.1 —1 418 —2.7 —1 126 —1.7 
И eels —1 582 —3.5 —1 017 —1.8 —2 500 —3.6 
Total five countries .... —9911 —3.9 —2 879 —0.9 —4 338 —1.1 


Sources: IMF, International Financial Statistics, February 1980; national statistics and ECE secretariat estimates. 
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1. OUTPUT, DEMAND, EMPLOYMENT AND PRICES (tables 1.1 and 1.2) 


After a moderate recovery in 1978 there was a deceler- 
ation of output growth in Greece in 1979. According to 
preliminary estimates gross domestic product expanded 
by 3.9 per cent in 1979 compared with 5.8 per cent in 
1978. All the main output sectors contributed to this 
slowdown, but particularly significant was the decline 
in agricultural output by 3.5 per cent following an increase 
of 6.5 per cent in 1978, thus reducing agricultural output 
to the 1974 level. This decline in agricultural output 
resulted froma more or less general decline of output of 
the main agricultural products. Apart from the vagaries 
of weather the low growth of agricultural output during 
the last six years can be attributed to a low level of 
investment, in particular public investment, and to a 
significant increase in production costs, particularly for 
crops of high value per unit of land. In 1979, as in the 
period 1974-1979, there was a significant fall in the produc- 
tion of vineyard products, olive products, citrus fruit 
and cotton. 


Industrial output expanded by 5.9 per cent in 1979, 
compared with 6.6 per cent in 1978. This deceleration 
was accounted for by manufacturing which grew by 
5.0 per cent in 1979, compared with 6.5 per cent in 1978. 
Growth decelerated during the second half of 1979. 
However, output continued to increase in all manufactur- 
ing branches except chemicals. Data for the first ten 
months of 1979 show that the main stimulus to expansion 
originated in consumer-goods branches particularly tex- 
tiles (still the most important branch of manufacturing) 
and clothing. 


Construction is estimated to have grown by 6.8 per 
cent in 1979 compared with 7.3 per cent in 1978. Services 
rose by 4.6 per cent following a rate of 5.2 per cent during 
the previous year. 


The rate of increase of domestic final demand fell 
from 4.8 per cent in 1978 to 3.2 per cent in 1979. This 
was due almost exclusively to a decline in the rate of 
increase of private consumer expenditure (2.7 per cent 
in 1979 versus 5.1 per cent in 1978), whereas public 
consumption increased at a higher rate (5.5 per cent in 
1979 versus 3.5 per cent in 1978); the rate of increase of 
gross fixed asset formation fell to 4.0 per cent in 1979 
from 5.2 per cent in 1978 and 8.6 per cent in 1977. 


The decline of the rate of increase of private consump- 
tion resulted from a large increase in the level of consumer 
prices (19 per cent in 1979 versus 12.6 per cent in 1978) 
combined with a restrictive policy for wages and salaries. 
The nominal average remuneration of labour (in urban 
areas) increased by 18 per cent in 1979, whereas it had 
increased by approximately 22 per cent in 1978. Retail 
sales over the first nine months actually fell in volume 
by 0.6 per cent compared to the same period of 1978, 
whereas in 1978 they had increased by 4.2 per cent. 


The volume of private fixed investment is estimated to 
have grown by 3.2 per cent in 1979 compared with 4.5 per 
cent in 1978 and 15.5 per cent in 1977. The volume of 
Government fixed investment rose by 6.4 per cent in 
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1979 compared with 7.7 per cent in 1978 (and —10.1 per 
cent in 1977). Gross domestic fixed asset formation as a 
whole has not yet reached the level of 1973; in particular 
Government investment after 1974 has been just above 
its 1970 level. Private investment has exceeded its 1973 
level, but this is mainly due to residential construction; 
other private investment remained essentially constant 
both in 1978 and in 1979. 


Labour productivity in industry increased at a lower 
rate in 1979, by 2.6 per cent compared to an increase of 
3.6 per cent in 1978; the employment index (of salaried 
employees and wage-earners in industry and handicraft 
enterprises employing ten or more persons) was 3.2 per 
cent higher for the first ten months of 1979 versus the 
corresponding period of the previous year. Although of 
merely indicative interest, data for the first quarter of 
1979 show a rate of unemployment at 2.0 per cent of the 
labour force, while the average rate in 1978 was 1.7 per 
cent. 


There was a significant acceleration of price rises in 
1979 compared with the previous years. The consumer 
price index for the year rose by 19.0 per cent compared 
with 12.6 per cent in 1978. The corresponding rates for 
the food price index were 18.9 per cent and 14.3 per cent. 
The consumer price index for the last quarter of 1979 
was 23 per cent higher than in the same period of 1978. 
The increase in wholesale prices was even stronger: for 
the first eleven months of 1979 they were 20.4 per cent 
higher than in 1978, whereas the 1978-1977 rate had 
been 10.3 per cent. 


During 1979 the economy of Portugal continued to be 
greatly influenced by the restrictive economic measures 
taken during the last two years and aimed at correcting 
the foreign payments deficit. The deceleration in the 
growth of ouptut, from a rate of 5.6 in 1977 to 3.4 in 
1978 and 1979, entirely reflects the weakening of domestic 
demand due to the stabilization policies followed since 
1977. As in 1978, the only component of demand which 
proved to be really dynamic in 1979, was the foreign 
sector which expanded in real terms by 21 per cent and 
accounted for 72 per cent of the increase in total output. 
However throughout the year there was a gradual but 
moderate strengthening of internal demand and a 
deceleration of foreign demand. 


Following a growth of 4 per cent in 1978, agricultural 
output increased in 1979 by 5 per cent. This moderate 
growth did not make up for the losses of real output 
between 1973 and 1977 and total agricultural output in 
1979 was still below that for 1973. The increase in total 
agricultural output in 1979, which was accompanied by 
a widespread decline in yields per hectare, was mostly 
due to good harvests of olives, and grapes for wine. 
There were significant declines in the production of 
some income-elastic goods such as meat, eggs, milk 
products and fish, which to a certain extent reflect the 
declining real incomes of a large proportion of the 
population. 


Output, demand, employment and prices 


TABLE 1.1. 


Output by sector, and prices, in four south European countries 
(Annual percentage changes) 


nese 


Average Year Average Year 
1970- 1974- 1970- 1974- 
1973 1977 1978 1979 1973 1977 1978 1979 


ee et PO ee ne ати 


ND 
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Greece Portugal 
A. Changes in output, at constant prices 
GDPatfactoricost tes. occ. nose. 8.4 3.0 5.8 3.9 9.2 2.6 3.4 3.4 
of which: 
IASTICUITUTE! о о ее 4.5 0.6 6.5 —3.4 1.7 —4.8 4.0 5.0 
Industry сара оо hooks 13.1 3:9 6.6 55 10.5 2.4 3.5 8:7 
ОНО о сок he —2.0 9.3 6.8 10.5 1.0 5.0 —2.0 
ERVICES Brest Ноам 8.0 4.5 5.3 4.5 10.5 5.3 3.0 Be 
BSG DP price deflator xc os ses 1 eens 8.1 15.2 12.3 17.3 57 19.0 22.1) 23.8 


брат Turkey 
A. Changes in output, at constant prices 
CDP авс С tes an aeleioci 6.8 3:3 2.8 1.2 6.1 8.0 87 0.9 
of which: 
Арес Ее 3.4 1.8 5.0 —4,3 1.2 6.9 2.8 1.8 
ПО ТИ а 9.9 3:2 2.1 2.0 7.9 10.1 3.7 —2.9 
GonstructionM о? 4.1 —1.1 —5.0 —1.0 5.6 Teil 4.1 2.6 
Services КО. 6.0 4.5 4.0 2.0 8.6 ПА! 4.1 22 
By iGDPiprice deflator: 1. Е... 8.3 18.4 20.6 15.2 17.0 21.8 44.5 61.0 


Sources: OECD, National Accounts of OECD Countries, 1960-1977, Paris, vol. II; ECE Secretariat estimates; and national statistics аз 
follows: Greece: Epiloghi, December 1979. Portugal: Banco de Portugal, Relatdrio do conselho de administra¢ao, Geréncia de 1978; Communica- 
tion from Portuguese delegation to 35th session of ECE. Spain: Contabilidad nacional de Espana, artos 1964-1976, 1977 provisional у avance de 
1978; Instituto nacional de estadistica, Avance de la evolucién de las principales magnitudes macroeconomicas en el айо 1979. Turkey: Ministry 
of Finance, Yillik Ekonomik Rapor 197& and 1979; OECD, Economic Surveys: Turkey, November 1978; State Planning Organization, preliminary 


data. 


Total industrial output in Portugal grew in real terms 
by 3.7 per cent. This expansion is confirmed by the index 
of industrial production for the first half of 1979 which 
shows a 5.3 per cent increase over the same period of 
1978.1 In both mining and public utilities there was a 
faster growth of output than in manufacturing. Within 
manufacturing the more dynamic branches were petrol 
refining (due to the increase in capacity), drink, textiles, 
pulp and paper, wood and cork, and chemicals; in every 
case foreign demand played a significant role. During 
the first half of 1979, production declined for non- 
metallic minerals (affected by the crisis in construction), 
rubber, metal products, basic metals and transport 
equipment. Over-all capacity utilization increased to 
79 per cent in the second quarter of 1979 compared to 
78 per cent a year earlier. Capacity utilization in different 
branches followed the pattern of demand and production, 
with some increases in export-oriented sectors, small 
changes in industries catering for internal consumption 
and investment in machinery, and important declines 
in intermediate goods industries dependent on the 
construction (particularly housing) and investment 
sectors. 

The available indicators for the construction sector 
(cement and structural steel sales) confirm the official 


1 As has been emphasized on many occasions, the index of 
industrial production over estimates the growth of value added 
in manufacturing industry. 


forecast of a decline in the output of this branch which 
has been severely hit by credit restrictions, the cautious 
mood of private investment, and the restraint of the 
public sector (since 1978) in promoting any new important 
public works programme. The number of construction 
permits granted increased, however, rather rapidly in 
the second quarter of 1979, so that some recovery may 
perhaps be expected towards the end of the year and in 
early 1980. 


Under the stimulus of a good tourist season the service 
sectors expanded in 1979 by 3.5 per cent. A change in 
methodology makes it very difficult to interpret the tourist 
statistics,2 but it would appear from balance-of-payments 
data that tourism developed very vigorously, although 
perhaps somewhat less than in 1978. It would seem 
that catering, public administration, as well as banking 
and financial services, have been the most rapidly expand- 
ing service branches. 


The relative growth rates of the main components of 
demand in Portugal did not differ much in 1979 from the 
1978 pattern. The main differences are that gross fixed 
investment declined (by 2 per cent mainly due to a drop 
in residential construction) and that the growth of 


exports of goods and services accelerated (21.5 per cent 


compared with 13.9 in 1978). Private consumption, 
which had grown very little in 1978, virtually stagnated 


2See, Ministério da Соог4епасйб Есопбимса e do Plano, 
Situagdo socio-econdémica, No. 9, September 1979. 
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in 1979. Public consumption, as in 1978, was the second 
most dynamic segment of demand (5.6 per cent increase 
in 1978 and 6.1 per cent in 1979). 

Stocks increased much less than in the two previous 
years. The stagnation of private consumers’ demand $ can 
be explained by the decline in real wages, while the expan- 
sion of public consumption, in spite of restrictive measures 
(particularly those taken during the first part of 1979), 
shows the downward rigidity of public expenditure which 
accounts for the persistence of a very large public sector 
deficit. The decline in gross fixed capital formation 
affected mostly housing, public works, and investment 
in plant and was greatly influenced by the decision to 
postpone some public investment programmes. Invest- 
ments in machinery, however, might have increased 
slightly on those for 1978 on account of higher imports 
and virtually unchanged domestic production of this type 
of goods. 

Money wages seem to have increased somewhat faster 
than in 1978 4 but most data refer only to the first quarter 
of 1979 when average wages were 17 per cent higher than 
a year earlier. Comparing this increase with that for the 
cost-of-living index, implies that the purchasing power 
of wages declined from 5 to 6 per cent. In a recent study 
the Bank of Portugal has estimated that the average 
increase in nominal salaries in 1979 could be about 14- 
15 per cent. This estimate now seems somewhat low in 
view of the fact that, in a number of branches, recent 
wage negotiations have resulted in average wage increases 
of about 20 per cent and also that the minimum salary 
was raised in September by about 32 per cent. But even 
if average money wages increased by 18 per cent (which 
at present seems to be a maximum estimate) that would 
imply for 1979 a decline in real wages of 7-8 per cent, 
i.e., a larger reduction than the 5 per cent decline in real 
wages in 1978. The stagnation of consumption levels is 
therefore explained by the evolution of other non-wage 
incomes and by the increase in emigrants’ remittances. 


To a certain extent the decline in real wages reflects the 
slack in the labour market. All the available indicators 
point to a further decrease in employment and an increase 
in unemployment. According to the National Institute 
of Statistics, the unemployed at the end of the first half 
of 1979 represented 8.3 per cent of the active population, 
an increase over the previous year of 0.4 per cent. The 
data of the Ministry of Labour ® show also a declining 
trend in employment (declines of 0.3, 0.5 and 0.2 per 
cent for January, April and July, respectively) and a rapid 
rise in unemployment. It seems likely that unemployment 
at the end of 1979 could have reached nearly 9 per cent 
of the active population and that for the first time non- 
agricultural employment could decline. 


The persistence of very strong inflation is one of the 
most unfavourable features of the Portuguese economy. 
As measured by the implicit price deflator of GDP, the 


3 As usual, the weak demand affected mostly consumer durables 
which were also hit by higher interest rates and other credit 
restrictions. 


“ The somewhat faster growth of average money wages in 1979 
than in 1978 is influenced by the fact that, during the first half 
of 1978, a 15 per cent ceiling on wage increases was still operative; 
this was later raised (in June 1978) to 20 per cent. In 1979 an 18 per 
cent ceiling was planned but never ratified by Parliament. 

5 For an evaluation of both sources of employment data see 


He de Portugal, Boletin Trimestral, vol. 1, No. 2, September 


increase in the rate of inflation was relatively small, 
rising from 22.7 in 1978 to 23.8 in 1979. Food prices have 
increased particularly fast. The acceleration of inflation 
seems to be due in great part to external causes (increases 
in the prices of raw materials and devaluation of the 
escudo) but the rising financial costs of enterprises and 
structural supply rigidities have also played an important 
role. 

In Spain the 1979 target for a GDP growth rate of 
4.8 per cent, set at the beginning of the year ® was revised 
to 2.5 in August? following the aggravation of internal 
economic problems, the lower than expected growth of 
Spain’s main export markets and the effects of the increase 
in crude oil prices in June. According to the most recent 
official statment, the growth of GDP in 1979 was 1.2 per 
cent. Earlier estimates of the Bank of Spain, released in 
December 1979, had put GDP growth at 1.8 to 2 per 
cent. 

Agricultural production, which had increased in 1978 
by 5 per cent, declined last year by 4.3 per cent. The main 
declines were in sugar-beet, olive oil, cereals (except rice 
and maize); animal production stagnated and forestry 
production declined slightly. The agricultural terms of 
trade have deteriorated as producer prices have increased 
by about 10 per cent and prices of inputs have increased 
by 14 to 15 per cent. Producers’ dissatisfaction and action 
to redress this situation might thus reverse in 1980 the 
moderating effect which agricultural prices have had in 
1979 on the cost-of-living index and on the price level 
in general. 


In the industrial sector (mining, manufacturing and 
public utilities) the modest rate of expansion of 2 per cent ® 
in 1979 was the same as in 1978.1° The consumer-goods 
branches of manufacturing (food, textiles) have expanded 
faster than basic industries. The production of machinery 
and transport equipment (including motor cars) declined 
considerably in 1979. It appears from the industrial 
enquiries of the Ministry of Industry that the growth of 
output decelerated rapidly in the third quarter of the 
year and then probably stagnated in the fourth; thus the 
weak phase of expansion which started in the second 
half of 1978 lasted at least until the third quarter of 
1979. 


$ Ministerio de Economia, Aspectos bdsicos de la politica есопд- 
mica en 1979, Primer cuatrimestre. 


"Ministerio de Economia, Programa a medio plazo para la 
economia Espanola. 


8 Banco de Espafia, Boletin Economico, Diciembre 1979. 


° The estimate of the Bank of Spain is 1.5 per cent, lower than 
that for 1978. 


10 The 2 per cent growth rate seems likely in view of the 7 per 
cent increase in the demand for electric power, the increase of 
12 per cent in the exports of industrial products, and the rise of 
18 per cent in imports of raw materials and intermediate products 
for industry. The index (1972 based) of industrial production, 
which is published late and does not reflect the real evolution of 
output in several important branches (particularly metal products), 
shows an inc’ ase in the first seven months of 1979 (over 1978) 
of 7.5 per cent in energy, 3.7 in mining and 4.9 in manufacturing 
(other than metal manufacturing). 


п! Capacity utilization reached a minimum (of 78 per cent) in 
the second quarter of 1975 and increased to 84 per cent in the 
second quarter of 1977. The mild recovery of the second half 
of 1978 did not continue in 1979. In the third quarter of 1979 
capacity utilization was only 79 per cent. 
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All the available indicators (cement consumption, 
subsidized housing construction, employment in the 
sector, etc.) indicate that the estimate of 1 per cent decline 
in the value added in the construction sector could be 
an underestimate of the actual decline in output.?2 


The tertiary sector also decelerated in 1979, tourism 
and catering being affected by the decline in the number 
of visitors in 1979, transport by the decline in agricultural 
production and by the slow growth of industrial output. 
The only service branches which probably expanded 
fairly rapidly in 1979 are public administration, financial 
institutions and some branches of transport and trade 
closely linked to the export sector. 


Domestic demand in 1979, as in other western coun- 
tries, was the main support of growth (accounting for 
about 80 per cent of the increase in total output) while 
in 1978 net exports had accounted for a large proportion 
of the increase in output. Domestic demand expanded 
by 1 per cent in 1978 and by 1.9 per cent in 1979. This 
acceleration is due to a slightly greater growth of private 
consumers’ demand, influenced by a moderate growth 
of real wages, an increase in social transfer payments, 
and to a flattening of the sharply declining trend of gross 
capital formation since 1975. Gross capital formation 
did not decline in 1979 due to an increase in stocks, some 
acceleration of public investment and a slight increase in 
investment in plant which partly offset the continued 
fall of investment in construction. Public consumption 
increased at a lower rate than in 1978. The external sector 
continued to be the most rapidly expanding segment of 
total demand, exports of goods and services increasing 
by 6.5 per cent compared with 11 per cent in 1978. The 
mild recovery of domestic demand was reflected in an 
11 per cent increase in the volume of imports of goods 
and services which had stagnated during 1978. 


The low growth of output and demand was reflected in 
a further deterioration of employment. At the end of the 
fourth quarter of 1979 there were 1.3 million unemployed, 
representing 10.1 per cent of the active population com- 
pared with 8.2 per cent in the last quarter of 1978. The 
number of unemployed has therefore increased by over 
23 per cent in 1979. The number of unemployed looking 
for a first job, who represent roughly 40 per cent of the 
unemployed, increased almost twice as fast as the total 
number of unemployed and accounted for most of the 
sharp increase in unemployment during the third quarter. 
Employment declined during the first three quarters of 
1979 by 1.6 per cent or by 180,000. 

Average hourly wages in industry and services continued 
to increase rapidly (by 20 per cent in the first seven months 
of the year compared with an increase of less than 10 per 
cent in the cost-of-living index). The increase in the wage 
bill however was considerably smaller because of the 
decline in employment and in the number of hours 
‘worked.!8 Money wages in agriculture, however, have 
lagged behind the increase in prices, wages increasing 
by 9.4 per cent during the first three quarters of 1979, 
compared with an increase in consumer prices of over 
12 per cent. 


18 The October enquiry of the Ministry of Industry shows а 
further decline in work in progress in the construction sector. 

18 These data, although based on particularly weak statistics, 
are consistent with the recent estimate of the Minister of Econ- 
omics of an increase in wage costs in 1979 of 16 to 18 per cent. 


This relative moderation of wage claims in 1979 had 
an obviously favourable impact in reducing inflationary 
pressures, as also had the trade liberalization measures 
of April 1979 and the appreciation of the peseta vis-a-vis 
the dollar. 


As measured by the over-all price deflator of GDP, 
the increase in the price level in Spain in 1979 was about 
15.2 per cent compared with 20.6 per cent in 1978. The 
increase in the cost-of-living index was 15.7 per cent 
compared with 19.8 per cent in 1978. However, the 
deceleration of inflation, which was very sharp between 
the third quarter of 1977 and the third quarter of 1978, 
was much more limited in 1979: there was a mild acceler- 
ation during the second half of the year, partly under the 
influence of higher oil prices. 


In Turkey, the growth of output which had started to 
slow down in 1977 further decelerated in 1978 and grew 
by only 1 per cent in 1979 compared with the target rate 
of 7.8 per cent.!* This slowing down was mainly due to a 
fall in industrial production which was affected by 
import restrictions (due to foreign exchange shortages) 
and by demand, which had been restricted at the end of 
1977. In 1978 industrial output had still grown by 3.7 per 
cent due to the existence of stocks of imported raw 
materials and intermediate products. As these stocks were 
completely run down in 1979, industrial production in 
1979 fell for the first time in decades in spite of some 
increase in industrial imports. 

Agricultural production also slowed down in 1979, 
rising by only 1.8 per cent compared with a target rate 
of 3.8 per cent and 2.9 per cent in 1978. This deceleration 
was mainly due to shortages of inputs. According to 
estimates made in November,” the olive harvest was 
halved, hazelnut, grape and tobacco production fell by 
around 3 per cent, while cotton, wheat and fig production 
remained at the same level as in 1978. Barley, rice, citrus 
fruit, vegetables and sugar-beet production increased by 
between 5 and 7 per cent while sunflower production 
increased by 20 per cent. 

Industrial production decreased by 3 per cent (com- 
pared with a target growth rate of 10.4 per cent) and 
manufacturing production by 3.6 per cent. Production 
increased only in some consumer-goods industries, 
especially textiles and clothing. Investment goods produc- 
tion stagnated and there were sharp falls in the ferrous 
and non-ferrous metals industries and especially in petro- 
chemicals (15.5 per cent). There were also significant falls 
in paper, plastic, ceramics and glass production. In 
addition to shortages of imported raw material and inter- 
mediate goods, energy shortages forced some factories to 
close down temporarily. The construction sector expanded 
by only 2.6 per cent and the lower activity in the goods 
producing sectors was reflected in a general slowdown 
in the service sectors. 

The current balance-of-payments deficit has declined 
from 7.1 per cent of GNP in 1977 to 2.7 per cent in 1978 
and less than 2.0 per cent in 1979. This reduction was due 


14 According to the estimates in the “1980 Programme” published 
by the State Planning Organization in February 1980, the GDP 
growth rate for 1979 is 2.5 per cent. The growth rate of value 
added for agriculture is 1.5 per cent, for industry 2.5 per cent, 
and for services 3.0 per cent. These estimates are higher than 
those of the State Institute of Statistics’ national income series 
published in February. 

15 State Institute of Statistics. 
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TABLE 1.2 


Supply and use of resources, and prices in selected south European countries 
(Annual percentage changes) 


ee eee 


Average Year Average Year 
Ny th во вв 1 в 1978 199 
Е Е СЕ ИЕ Е ЗВЕНИТ ЕЕ МЕНЕ ЕЕ ЕЕ ЕН ВИА 
Greece Portugal 
A. Supply and use of resources (at 
constant prices) 
GDP at market prices ............ 7.8 3.0 5.948 4.04 8.7 222 By 3.4 
Imports of goods and services ..... 15.4 0.9 10.1 —1.3 —1.0 4.5 
Е Я ровобозоосе вое р в 9.0 2.6 9.1 13 Я) 37 
Domesticidemand на. 8.2 2.2 ifs 9.5 2.9 0.4 0.5 
Gross fixed capital formation ...... 8.9  —2.5 By? 4.0 11.1 —1.4 4.0 
Private consumption nse 7.1 4.1 Bye P| 7.9 Spy 1.0 0.5 
Public consumption .............. 5.8 8.9 355 5:5 75 10.1 5.6 6.1 
Exports of goods and зегу1сез ...... 17.6 5.6 77 —6.4 13.9 215 
B. Prices 
IWholesaleipricese > 9.3 17.8 10.3 21.0 5.6 22.5 56.4 33.8 Ъ 
Consumer pricesian Ее 6.5 16.4 12.6 19.0 10.5 23.0 22.1 23: 1< 
орииевогооа ея 8.4 16.8 14.3 18.9 8.2 27.9 22.4 28.5Ъ,с 
Spain Turkey 
A. Supply and use of resources 
(at constant prices) 
GDP atmarketipricesss...eee ee 6.3 Shull 2.5 1.1 6.2 7.6 3.18 1.72 
Imports of goods and services ..... 12.0 3.1 —0.8 11.0 17.6 21 
Motaliresourcesi eects eter ete за. 7.0 3.1 2.0 2.5 7.1 8.9 то 
Domesticdemandwese ame a eee 6.3 2.6 1.0 1.9 6.6 9.3 —1.3 11 
Gross fixed capital formation ...... 7.6  —0.1 —3.2 — 8.6 13.4 —16.7 —12.3 
Private consumption ............. 6.5 3.1 21 1.9 5.8 9.0 6.7 5.6 
Рыб с сопзитриой Gan. ees ann. ee 55 5.6 5:5 35 6.4 11.4 —140 —4.1 
Exports of goods and services ...... 14.8 7.9 11.0 6.5 1515 3.1 
В. Prices 
Wholesale pticeSwencmaeriiso otic oe 6.1 15.7 14.0 11.34 15.3 19.9 52.6 61.2» 
GOnsumeCrDrICeS men EEE canine 8.4 18.7 19.8 BRT 13.5 20.6 49.5 54.2 € 
ОЛЯ РОО 8.3 18.4 19.2 10.1 13.2 24.4 44.7 48.2» 


Sources: OECD National Accounts of OECD Countries, 1960-1977, Paris, vol. II; national statistics; ECE Statistical indicators of short-term 
economic changes in ECE countries, United Nations, Geneva; and ECE secretariat estimates. 


® Gross national product. 
> January-October. 

© Excluding September. 
4 January-September. 

© January-November. 


to the weaker growth of domestic demand, which in 
turn was exclusively due to fixed investment which 
declined by 16.7 per cent in 1978 and 12.3 per cent in 
1979 (compared with a 10.4 per cent increase in 1977). 
In 1979, private fixed investment fell twice as fast as 
public fixed investment (19.7 per cent and 9.1 per cent 
respectively). The private sector’s share of fixed invest- 
ments in manufacturing declined from 55 per cent in 
1978 to 45 per cent in 1979; 42 per cent of private fixed 
investment went into real estate compared with 33 per 
cent in 1978. The share of total investment in GNP fell 
from 25.4 per cent in 1977 to 20.8 per cent in 1978 and 
to 18.2 per cent in 1979. Another important demand 
feature in 1979 was the very large increase in the private 
sector’s stocks of finished goods (112 per cent) which 


can be explained partly by the weakening of demand for 
durables. 


Consumption, on the other hand, increased by 4 per 
cent in 1979 compared with 3 per cent in 1977 and 1978. 
This acceleration was mainly due to a much slower 
decrease in public consumption in 1979. Private con- 
sumption grew slower than in 1978 but still much faster 
than in 1977. Thus, private consumption was the only 
dynamic component of total demand in 1979. 

Rising unit costs in industry, the deterioration of the 
supply of goods, the growing imbalance of the public 
sector, the ineffectiveness of attempts to secure wage 
restraint, sectoral bottlenecks, speculation, and the 
mutually reinforcing spiral effects of costs, prices and 
wages, led to exceptionally high rates of inflation in 1979, 
The price deflator of GDP which had increased by 44 per 
cent in 1978, rose by 61 per cent in 1979. The monthly rate 
of consumer price increase accelerated throughout 1979. 
Consumer prices increased by 54 per cent in the period 
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January-November 1979 compared with 49 per cent in 
1978. As in 1978 the wholesale price index increased even 
more, by an estimated 70 per cent for the whole year. 
This sharp increase in wholesale prices partly reflects 
increases in. the controlled prices of basic goods in the 
autumn of 1978. The devaluation in June 1979 also 
affected domestic prices. 


As in previous years, the evolution of the economies of 
Cyprus and Malta was different from those of the larger 
countries. The rate of expansion in Cyprus slowed down 
in 1979, GDP growing in real terms by 6.6 per cent com- 
pared with 7.4 per cent in 1978. The decline in the rate of 
growth was spread over every major output sector 
except agriculture (which recovered from a minor setback 
in 1978) and mining. The growth of all domestic demand 
sectors decelerated in 1979, particularly gross domestic 
fixed capital formation which nevertheless continued to 
expand rapidly (by 10.8 per cent compared to 17.3 in 


1978). The only segment of total demand which showed 
greater dynamism in 1979 compared with 1978 was the 
foreign sector where exports of goods and services 
increased in volume by nearly 14 per cent compared 
with 4.6 per cent in 1978. Although increasing in dollar 
terms by nearly 10 per cent, the current deficit declined 
slightly as a proportion of GNP (at current prices) from 
15.6 per cent in 1978 to 15.0 per cent in 1979. Inflationary 
pressures worsened, the GDP deflator increasing in 
1979 by 12.4 per cent compared to 7.5 in 1978. 


There are not yet any official or authoritative estimates 
of the national accounts for Malta in 1979, but it seems 
clear from changes in a number of indicators that the 
rate of growth of GDP continued to be very high and 
should not be significantly below the 11 per cent increase 
of 1978. There was a deterioration in the terms of trade 
in 1979, and an acceleration of inflation, perhaps to 
double the 4 per cent rate of increase in 1978. 


2. TRADE AND PAYMENTS 


The payments situation of Greece deteriorated substan- 
tially during 1979. According to recent estimates 18 the 
current balance of payments could close in 1979 with a 
deficit of 2.4 billion dollars compared with one of 1.25 bil- 
lion in 1978. The deterioration originated in the trade 
deficit which increased by 1.8 billion dollars.1’ This 
deterioration resulting from an estimated increase of 
36 per cent in the value of imports and of 27 per cent in 
exports was only partially offset by an estimated increase 
of 0.7 billion in the net invisibles surplus. The deterior- 
ation of the trade balance originated in a very steep 
increase in imports during the later months of the year. 
The contribution of the additional oil bill to the trade 
deficit in 1979 is estimated at 700 million dollars. Cash 
payments data for the first ten months of the year confirm 
the improvement in the invisible surplus. Tourism and 
travel receipts increased by 23 per cent (the number of 
tourists increased by 14 per cent), the surplus on shipping 
by 27 per cent, and emigrants’ remittances by 15 per cent. 


Customs-based trade data for Greece cover only the 
first seven months of 1979. These show an increase in 
dollar values of 22 per cent for imports and 25 per cent 
for exports. In volume terms the increases are nearly 
9 per cent for imports and 17 per cent for exports. Thus 
there was an important deterioration of the terms of 
trade even before the impact of the mid-1979 oil price 
increase. 


The considerable improvement in the current account 


of Portugal which started in 1978 continued in 1979. 
According to the latest official forecasts the current 
balance for the full year should close with a small surplus 
of about $54 million compared to a deficit of 800 million 
in 1978 and 1.5 billion in 1977. 


The elimination of the deficit is due to the very sharp 
increase in emigrants’ remittances and to a significant 
improvement in the service balance due to tourism. 
Emigrants’ remittances in 1979 increased by 46 per cent 
under the stimulus of the measures taken to grant favour- 
able conditions for savings deposits coming from abroad. 
For the year as a whole, it is estimated that remittances 
grew by $775 million more than in 1978 reaching a level 
of around $2.4 billion. Net tourist receipts may increase 
by over $260 million, more than offsetting the deterior- 
ation of net investment income resulting from the rising 
foreign debt. The (f-0.b.-f.0.b.) trade balance is estimated 
to have deteriorated slightly (by about $130 million) 
on the $2.4 billion deficit of 1978. This minor deterior- 
ation, resulting from an increase in the dollar value of 
imports of 25 per cent and of exports of 43 per cent, is 
due mainly to the higher petrol prices in the second half 
of the year since the trade balance actually improved 
(by over $100 million) during the first half. The improve- 


18 Epiloghi, December 1979. 


‘ 17Tn order to stop the rapid deterioration of the trade balance, 
tight restrictions on imports were introduced at the end of 
Ovember 1979. 
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ment in the current balance and an increase in capital 
inflows led (in June 1979) to a reduction in the monthly 
depreciation rate allowed by the “crawling peg” system 
from 1 per cent to 0.75 per cent per month. 


Trade figures for Portugal cover only the first half of 
1979. As could be expected, given the depressed level of 
domestic demand, imports (c.i.f.) increased in dollar 
terms by 13 per cent in 1978 and declined in volume 
terms by 2.4 per cent. The decline in volume was general 
except for machinery, where there was a small increase, 
and in mineral products (mainly crude oil). Reflecting 
the recovery of the textile sector, imports of textiles 
(particularly fibres) did not decline. The decline in imports 
was particularly severe for metal products. 


In contrast with iaports, exports expanded consider- 
ably, by 25 per cent in volume and 42 per cent in dollar 
value. This increase resulted from low domestic demand 
and from the downward “crawling peg” adjustment of the 
escudo, which made Portuguese exports more competi- 
tive in foreign markets. Moreover, unit labour costs 
probably declined in 1978 and 1979 in several important 
export branches. The increase in exports during the 
first half of the year was general, but particularlyimportant 
in the case of textiles (30 per cent increase in volume), 
metals and metal products (52 per cent), and leather 
goods and shoes (71 per cent). The terms of trade 
deteriorated slightly in the first half of the year (by 
1.6 per cent) and, strongly reinforced by the effect of 
higher oil prices,1® continued to to so in the second half. 
There were no great changes in the geographical pattern 
of Portuguese trade but imports from Angola and 
exports to the Soviet Union expanded particularly fast. 


According to a recent estimate of the Ministry of 
Trade! the current account balance of Spain in 1979 
closed with a surplus of $1.6 billion, virtually identical 
to that in 1978. As in other west European countries the 
balance has changed considerably during the last two 
years. In 1978 the current balance was negative during 
the first half and strongly positive during the second 
half; in 1979 the greater part of the surplus was attained 
during the first half and (following a poor tourist season 
and higher oil prices) started to diminisn quickly during 
the second half. The trade deficit 2° increased by 15 per 
cent (equivalent to some $622 million) as a result of 
a 33 per cent increase in exports and a 29 per cent increase 
in imports. All the deterioration occurred in the second 
half of the year when crude oil imports added over 
$800 million to the import bill.2! The deterioration 
of the trade balance was more than offset by an improve- 
ment of $539 million in the service balance and of 


18 According to recent data of the General Department of 
Energy, crude oil imports, which in 1978 had remained at the 
level of 1977 (7.4 million tons), will increase in 1979 to 8.2 million 
tons and to 9.1 million in 1980. The additional dollar cost of oil 
would thus be about $550 million for 1979 and $1.3 billion for 
1980. (Expresso, 2 February 1980). 


19 Informacion Comercial Езрайойа (weekly), 13 December 1979. 
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$110 million in net transfers. The increased surplus in 
the service balance was due mostly to tourism. Net 
tourists receipts incfeased by nearly 14 per cent (or 
$676 million) in spite of a decline of 2.6 per cent in the 
number of visitors (from 39.9 to 38.9 million visitors). 
The outflow of investment income increased moderately 
(by $157 million), but royalty payments increased by 
28 per cent and amounted to $415 million compared 
with 325 million in 1978. The net surplus of private 
transfers increased by $112 million. This is mostly the 
effect of the depreciation of» the dollar vis-a-vis the 
currencies of the industrial western countries in which 
the majority of Spanish emigrants work. The basic 
balance closed in 1979 with a surplus of $4.8 billion 
(compared with 3.3 in 1978) as a result of the reversal of 
a public capital outflow of $395 million in 1978 22 into 
a net inflow of $63 million and of the rapid increase in 
the net private long-term capital inflow from $2.1 billion 
in 1978 to $3.1 billion in 1979. 


Customs-based trade data for Spain for 1979 show an 
increase in the peseta value of imports of nearly 14 per 
cent (27 per cent in dollars) and of exports of 22 per cent 
(nearly 39 per cent in dollars). Following the liberaliz- 
ation measures taken in April 1979, the largest increase 
in imports was in manufactured consumer goods (cars, 
shoes, etc.), raw materials, and semi-manufactured 
products. Imports of capital goods increased less than 
average (by 12 per cent in pesetas) and food imports 
increased little. The increase in exports was more evenly 
spread but exports of capital goods, particularly machin- 
ery, increased significantly faster than the average. 


By main geographical areas the greatest relative 
increase in imports were those from eastern Europe 
(except Romania) and the European Economic Com- 
munity. Spanish exports to eastern Europe and the 
European Economic Community, Japan and Latin 
America increased particularly rapidly; exports to the 
United States declined considerably. 


Since 1950, the current account of Turkey has been in 
deficit in every year except 1973. After 1973 the deficit 
increased to an unprecedented $3.4 billion in 1977, or 
7 per cent of GDP. Asaresult of the stabilization 


20 All figures here are given in dollars. The peseta appreciated 
in 1979, with respect to the dollar, by over 14 per cent. 

21 Most of it was due to higher petrol prices, but quantities 
imported also increased due to re-stocking. 

22 This outflow resulted from anticipated repayments of bor- 
rowing under the “oil facility” scheme. 


measures taken at the beginning of 1978, the trade deficit 
decreased by 45 per cent and the current account deficit 
by 63 per cent. In 1979 exports were at the same level as 
in 1978 ($2.3 billion) while imports increased by 10.6 
per cent in value (to $5.1 billion); as a result the trade 
deficit increased by 21 per cent. 


In spite of a (c.i.f-f.0.b.) trade deficit of $ 2.8 billion, 
the current account deficit decreased by 20.6 per cent 
owing to an 87.6 per cent increase in the net invisibles 
surplus. This $1.7 billion surplus was mainly due to an 
82 per cent increase in remittances which reached $1.8 bil- 
lion at the end of the уеаг.?3 


While total exports did not rise in 1979, their com- 
position changed compared with 1978.24 Agricultural 
exports, which increased by 49 per cent in 1978, fell by 
11 per cent in 1979 and their share in total exports fell 
from 67 per cent in 1978 to 60 per cent in 1979. By com- 
modity, the sharpest fall was for cotton (by 25 per cent), 
while grain and hazelnut exports were below their 1978 
levels. However, fig and tobacco exports increased by 
70 per cent, and fruit and vegetable exports increased 
by 64 per cent, almost triple the rate of 1978. 


The dollar value of “industrial exports” (as defined 
in Turkish trade statistics) increased less than 10 per cent 
in 1978 but, despite the fall in industrial production, they 
increased by more than 30 per cent in 1979, raising their 
share in total exports to 33 per cent (from 32 per cent in 
1978); 56 per cent of the total increase in industrial 
exports was to textiles (which accounted for 50 per cent 
of total industrial exports), and another 23 per cent to 
olive oil. 

The dollar value of imports which had fallen by 21 per 
cent in 1978 increased in 1979 by 10.6 per cent. Manu- 
factures increased their share in total imports from 
71 per cent in 1978 to 77 per cent in 1979, with a growth 
rate of 7.8 per cent. Among industrial imports machinery 
(electrical and non-electrical) increased by 22 per cent, 
fertilizers more than doubled, while imports of other 
chemicals fell by 23 per cent. During the first three- 
quarters of the year, petroleum imports decreased in 
volume by 16.6 per cent but increased in value by 3.4 per 
cent. Steel and motor vehicle imports fell by 14 and 
35 per cent respectively. 


23 Remittances rose sharply in the first half of 1979, by 115 per 
cent compared to the first half of 1978, due to a preferential rate 
of exchange introduced in April and, from May, preferential rates 
of interest on the repatriated savings of workers working abroad. 

34 January-September data show а 15 per cent increase in 
exports; however, they fell sharply during November and 
December. 


3. PROSPECTS AND POLICIES 


The acceleration of inflation, the rapid deterioration of 
the current balance, and the growing deficit of the public 
sector, were the determining factors in the reversal of the 
expansionary economic policies which had been followed 
in Greece until the middle of 1978. Early in 1979 extensive 
price controls were introduced,®® monetary policies were 
tightened and budgetary cuts announced. These policies 
were further reinforced in August when further restraint 
of public sector expenditure was introduced, interest rates 
were increased, credit restrictions tightened, and imports 
of goods of which the domestic supply seemed inelastic 
encouraged. 

Inflation continued to worsen and the widening of the 
trade deficit was such that further restrictions were 
introduced at the end of November particularly affecting 
import demand. Among the most important were the 
introduction of a six-month deposit equal to three- 
quarters of the value of the imported goods, the introduc- 
tion of an extraordinary consumption tax on a wide 
range of goods, and the prohibition of credits to finance 
imports. The deflationary stance of economic policy was 
further reinforced with the introduction of the budget 
at the end of November. According to the consolidated 
budget estimates for the public sector, revenue (in current 
values) should increase in 1980 by over 20 per cent and 
expenditure by 19 per cent. As a result the public sector 
savings will increase by nearly 47 per cent and the total 
deficit of the public sector should decline from 3.8 per 
cent of GNP in 1979 to 2.6 per cent in 1980. As a result, 
it is expected that there will be a severe reduction in 
public sector investment (by roughly 10 per cent in 
volume) but the public sector might still act somewhat 
expansively due to an increase in public consumption 
of 18 per cent which, provided inflation remains near to 
the forecast, would imply a volume increase of about 
3 per cent. Private investment is officially expected to 
increase again in 1980. The expected over-all rate of 
growth of GNP is not very different from the actual rate 
in 1979 (° to 2.5 per cert compared with 3.8 in 1979), 
inflation, as measured by the month on month cost-of- 
living index for December, should fall to 15-16 per cent 
(from nearly 25 per cent in 1979), and the current account 
deficit should decline (in terms of national currency) 
from 5.4 per cent of GNP in 1979 to less than 5 per cent 
in «980. 


At the beginning of 1980 some of these targets appear 
considerably more open to doubt than others. Perhaps 
the most doubtful is the expected increase in the volume 
of private investment. Although legislation on direct 
industrial development grants is being prepared which 
could embody important stimuli to certain kinds of 
investment, the fact that total credit available is expected 
to virtually stagnate (new credits declining by 2.3 per 


‚ 25 Some food subsidies, however, were abolished in January 
in view of Greece’s forthcoming membership of the European 
Economic Community. 
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cent) and that the decline in new credits is expected to be 
larger for the financing of the private sector, sheds doubt 
on the feasibility of attaining this target, since, as in 
other south European countries, the self-financing 
capacity of the enterprise sector is particularly weak. 
The expected deceleration of inflation also appears 
optimistic particularly as neither of the social partners 
were ready to accept the 11 to 15 per cent maximum 
increase in labour income proposed by the Government 
in November 1979. Rising financial, energy, and labour 
costs in the enterprise sector will also make it very dif- 
ficult to achieve the price level target. The target to stabil- 
ize the current account deficit seems more attainable 
since the highly restrictive measures adopted in November 
should have a strong impact at least until the third 
quarter of 1980. As for the over-all growth target, it 
seems somewhat high, in spite of its modesty, and a 
greater slowdown in the growth of GNP is likely, unless 
foreign demand were to develop more favourably than 
expected at present. 

The problems facing the Portuguese economy at the 
beginning of 1980 do not differ substantially from those 
listed a year ago. A rising level of unemployment, high 
inflation, a low rate of growth of manufacturing produc- 
tion, and low capacity utilization. The only area of the 
economy where there was a marked improvement in 
1979 was the balance of payments, thanks to a sharp 
increase in exports of goods and services and a small 
increase, in real terms, of the domestic demand for 
foreign goods and services. The scarcity of indicators 
makes it difficult to trace the development of activity 
through the year, but it seems that there was an acceler- 
ation in the growth of output between the first and second 
halves of the year as a result of an increase of public 
consumption and a mild recovery of private consumption 
and investment demand, the latter favourably influenced 
by a less restrictive monetary policy and easier credit 
conditions. 


According to a recent estimate, the deficit of the Public 
Administrations increased in 1979, in nominal terms, 
by 18.5 per cent, which implies that its share of GDP 
remained at the same level as in 1978 (10 per cent). 
The late adoption of the budget (June 1979) affected 
planned receipts more severely than planned expenditure, 
as is shown by the fact that in the first half of the year 
budget receipts had increased by 33 per cent and expendi- 
ture by nearly 52 per cent. The share of total taxation 
in GDP is expected to decline by one percentage point 
(to 25 per cent of GDP at market prices) due to the late 
introduction of certain tax reforms and to the low growth 
of social security contributions. The allocation of public 
expenditure in 1979 did not change from that of 1978, 
public consumption accounting for 14 per cent and 
investment for 4.5 per cent of GDP. 

Monetary and credit policies continued to be restrictive 
but in November 1979 interest rates were lowered slightly 
and limits to credit expansion were extended. The money 
supply (M3) increased faster than in 1978 particularly 
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under the influence of rapidly growing time deposits. 
Total credits granted by the banking system, however, 
grew less than the general price level and the decline in 
real terms (up to July) was particularly severe in the case 
of credits to the productive sector. This development 
may have prompted the liberalizing measures of November 
when the credit stimuli to certain kinds of investment 
were further reinforced.?6 


Other important measures taken in November by the 
interim Government were the abolition of the wage 
ceilings, a general rise in pensions, the reduction in the 
monthly depreciation rate of the escudo and further 
subsidization of a number of basic consumption goods. 


The new Government has not yet introduced the budget 
nor set the main targets of the medium-term plan which 
is currently being elaborated for the period 1980-1985. 
It has nevertheless made public (in January 1980) several 
general policy orientations for 1980. The main emphasis 
is on reducing inflation to a maximum of 20 per cent, 
reducing the public sector deficit, attaining a higher rate 
of growth of output, releasing market forces by opening 
new fields to private initiative, stimulating investment, 
raising real wages, and lowering certain taxes. Monetary 
policy should continue, for a certain time at least, to be 
restrictive as interest rates will not be reduced until there 
are clear signs of a fall in inflation. It seems clear that, in 
spite of the likely deterioration of the current account 
in 1980 (as a result of higher oil prices), there is a shift 
towards policies aimed at stimulating domestic demand 
and somewhat lesser emphasis on the continued improve- 
ment of foreign accounts. This over-all impression is 
reinforced by the decision in early February to revalue 
the escudo by 6 per cent; this will of course help to moder- 
ate inflation in the short run but in the longer run could 
act as a brake on exports which, at present, are the only 
dynamic segment of total demand. Much of course 
depends on the change in expectations and the behaviour 
of the enterprise sector, and particularly of productive 
investment; but to increase the rate of growth of output 
while at the same time reducing inflation and maintaining 
a manageable current deficit seems at present a rather 
ambitious target. Even if policy is successful in reconciling 
these targets, no marked improvement in employment can 
be expected in 1980. 


In early 1979 the economic situation in Spain was 
characterized by a high level of unemployment, a decel- 
erating rate of inflation and a spectacular improvement 
in the current balance of payments. Strongly influenced 
by the high level of unemployment and the appeals of 
the enterprise sector for a change in policies, the Govern- 
ment initiated a change in policy which placed special 
emphasis on correcting some of the more unwelcome 
aspects of the short-term trends.*’ 


The main targets of economic policy, as set at the 
beginning of the уеаг,?8 were a rate of GDP growth of 
4 per cent, a reduction of inflation to 10 per cent, the 


26 The new stimuli cover projects with high employment effects, 
ow foreign currency costs, or high export potential. 

27 For a description. of the shifting priorities of policy, see 
Moneda y Credito, No. 151, December 1979. 

28 Ministerio de Economia, Aspectos bdsicos de [а politica 
econdmica еп 1979. 


creation of 100,000 to 150,000 new jobs, a reduction 
in the current account surplus (to 0.8 per cent of GDP), 
and a growth of total investment of 8 to 9 per cent. It 
was hoped that these targets could be met with a moder- 
ate expansion of the public sector—particularly of public 
investment—a less restrictive monetary policy than in 
1978, and the introduction of various fiscal and credit 
incentives to investment and employment. The evolution 
of the economy during the first half of the year was 
already out of line with official expectations. Private 
investment did not respond sufficiently to the incentives, 
the current account surplus continued to be much larger 
than expected, forcing up the exchange rate and endanger- 
ing the money supply targets. Inflation was somewhat 
higher than expected and employment continued to 
decline. Some mildly corrective measures were taken in 
April 1979, *° but official expectations continued to 
regard the original targets as feasible. The economic 
situation, however, deteriorated rapidly during the 
middle of the year: domestic output continued to stag- 
nate, the delay in the approval of the budget and the 
carry-over of previous budgetary credits led to an almost 
doubling of the public sector deficit (estimated a a yearly 
rate of 400 billion pesetas or 3.5 per cent of GDP), and 
economic expansion in Spain’s main export markets was 
much less than had been previously expected, partly 
because of the OPEC price increases in June 1979. 
Under these conditions the Government decided to revise 
its targets and short-term policies for 1979 and to intro- 
duce a set of policies of a more structural kind aimed at 
achieving a greater efficiency of the economic system in 
the medium term and inspired by the basic philosophy 
that the principal way of achieving this is to reinforce 
market mechanisms. 


The revised targets were a rate of growth of output of 
2.5 per cent, inflation to be reduced to nearly 16 per cent 
(compared to 10 per cent before), a current account 
surplus of around $3.5 billion (or 0.5 per cent of the new 
GDP target), and an increase in the wage bill of no more 
than 14 per cent. The public sector deficit, which was 
running at a yearly rate of 400 billion pesetas, was to be 
reduced by 100 billion. Monetary policy was mildly 
tightened: the maximum increase in the money supply 
(M3) for the whole year was set at 20.3 per cent and the 
increase of credit to the private sector at 16 to 19 per 
cent.2° The degree of success in meeting the short-term 


29 These measures included: a temporary reduction of import 
tariffs; measures to stimulate long-term investment credits and to 
penalize severely borrowing abroad; simplification and stimulation 
of procedures widening the domestic capital market; limits to 
further employment in the public administrations in order to 
limit the growth of public spending; large increases in fuel prices; 
and the issuing of public debt under market conditions. 


39 The “Programme” does not give quantified medium-term 
macro-economic targets but states that the Spanish economy 
should grow 1 to 2 per cent more than the average for all industrial 
countries. The programme sets out a blueprint for policies to 
relieve unemployment (longer schooling, earlier retirement age, 
special employment subsidies for young women, etc.), and for 
the reshaping of several crisis sectors (steel, energy, shipbuilding). 
Also proposed are the stimulation of investment by the reform 
of and the introduction of greater competitiveness same financial 
institutions, the reshaping of the stock exchange and of fiscal 
and credit incentives to investment; increasing liberalization of the 
external sector; and various reforms of the public sector’s finances. 
Some of these reforms have already started to be implemented. 
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targets has been greater for instrumental than for final 
ones. Thus GDP growth has remained short of the target 
and unemployment has continued to increase rapidly, 
but the public sector deficit has been only 250 billion 
pesetas (i.e., 50 billion less than the August target), 
monetary targets have been met (both for money supply 
(M3) and for credits to the private sector), and both the 
current account surplus and price increases have been 
very near their targets. 


According to recent official statements 31 the rate of 
expansion of the Spanish economy in 1980 should remain 
moderate (the likely real increase of GDP ranging from 
1.5 to 4 per cent); inflation should decelerate slightly and 
the current account balance should swing from a surplus 
of $1.6 billion to a deficit of about $2.5 billion. Unemploy- 
ment could increase to 10.5 per cent of the active popula- 
tion. Economic policies will not change substantially: 
monetary policies will remain mildly restrictive and 
fiscal policies could be somewhat less expansive than in 
1979. The budget deficit will remain, in money terms, 
close to that for 1979, reaching 290 billion pesetas or 
1.8 per cent of the estimated GDP in 1980. Public sector 
revenue should increase by nearly 24 per cent (on the 
estimated receipts for 1978) and total public expenditure 
by about 21 per cent. The share of total taxation in GDP 
should increase by 0.43 points compared with 0.25 points 
in 1979, but unlike recent years the increase in receipts 
will originate mainly from indirect taxes. On the expendi- 
ture side the largest increase is for transfer payments 
(which increase by 31 per cent), while the share of invest- 
ment in total public expenditure will fall again. The 
mild stimulus of the State budget should thus affect 
consumption (given the sizeable increase in social trans- 
fers) and private investment (through various fiscal 
incentives) rather than public investment. Given the 
business climate prevailing at the beginning of 1980, the 
official forecast appears optimistic, particularly as 
concerns GDP growth and the current account deficit. 
The target for inflation is perhaps more easily within 
reach but the recent unrest among farmers suggests 
that the administrative containment of food prices cannot 
be prolonged indefinitely. The recent moderation in 
wage claims however should have a stabilizing role. 
Much of course depends on the evolution of expectations 
and the recovery of investment: the latter seems to have 
started in 1979, but mainly because of foreign investment 
and thus remains essentially volatile. 


The rapid deterioration of inflation and the low rate 
of growth of the economy are the most prominent features 
of the economy of Turkey at the onset of 1980. The causes 
of the deterioration of the economic climate in Turkey 
are partly external 3? (rise in oil prices since 1974, reces- 


51 Budget speech of the Minister of Finance, El Pais, 2 October 
1979, and unidentified sources of the Ministry of Economics, 
El Pais, 5 December 1979. The most optimistic growth range is 
that given by the Minister of Finance, 3-4 per cent, the least 
1.5-2 by the Economics Ministry. 


32 According to a study made by the Turkish Industrialists’ 
and Businessmen’s Association, between 1974 and 1978, total 
income terms of trade losses amounted to $15,174 million, 
25.2 per cent contributed by oil price increases and 41.4 per cent 
by other import price increases. 


sion in western countries, exhaustion of emigration 
opportunities, etc.). Until the end of 1977 high rates of 
growth were maintained thanks to short-term borrowing 
abroad and a rapidly growing public deficit financed by 
loans from the central bank. Under these conditions the 
foreign account continued to deteriorate rapidly. Thus, 
while imports increased rapidly during this period 
(1974-1977), both in value and volume, the volume of 
exports decreased partly due to excessive domestic 
demand for exportable goods and partly because of a 
fall in foreign demand due to the increase in the price of 
exports resulting from fixed exhange rates and rising 
domestic costs. In the absence of rising workers’ remit- 
tances, which to a large extent had financed the increas- 
ing trade deficit, these expansionary policies were financed 
by short-term foreign borrowing. Short-term external 
debt rose from $219 million in 1974 to $6.6 billion at the 
end of 1977, but this ended in a crisis of confidence which 
was reflected in a discontinuation fo the inflow of external 
capital. The stabilization programme adopted in 1978 
and the Economic Rescue Programme announced in 
March 1979 succeeded in improving the balance of pay- 
ments. Compared with 1977, the 1979 trade deficit 
decreased by more than 30 per cent, the current account 
deficit by 67 per cent, and the net invisible surplus almost 
tripled, despite heavy interest payments.** As much as 
$5.6 billion worth of short-term debts were re-scheduled 
and $5 billion of new long and medium-term credits 
obtained. 


On the domestic side there was some progress in limiting 
public spending and the growth of bank credit, but many 
other economic problems persist. Among the most 
important are inflation (reaching a rate of over 60 per 
cent), unemployment,°* energy shortages,*> low dom- 
estic savings,®® stagnant investments, and insufficient ex- 
ports. 


The budget deficit fell in 1979 but mainly because of 
increased tax revenues rather than a containment of 
expenditure. Consolidated public expenditure had been 
planned to reach the equivalent of 19 per cent of national 
income, but it had risen to 29 per cent by the end of 
September. The 1980 budget, which has been presented as 
a “budget for growth without inflation”, is nevertheless 
expansionary with total nominal expenditure being almost 
double that in the 1979 budget. The budget foresees an 
85 per cent increase in current expenditure, a 52 per cent 
increase of investment, and a 205 per cent increase in 
transfers. Tax revenues are planned to increase by 52 per 
cent, but this depends on a tax reform. which is still to 
be presented to Parliament as one of the measures in the 


33 During 1978 and 1979 foreign debt repayment and interest 
payments totalled $1.7 billion. 


*4 According to the State Institute of Statistics unemployment 
rates continue to increase by 14 per cent annually. However, the 
rate is more than 20 per cent when only the non-agricultural 
sector is taken into account. 


as Even though petroleum imports amount to 30 per cent of 
total imports and absorb 60 per cent of export income, they are 


still below requirements and place a constraint on capacity 
utilization in industry. 


38 The private savings ratio was 14.7 per cent in 1978 and 
13.1 per cent in 1979, 


Prospects and policies 97 


new government’s “economic расКазе”.з? The new 
budget allows for only a 2 per cent increase in public 
sector employment, but the collective wage agreement 
of 860,000 workers will expire during 1980 and it is 
estimated that the new negotiations will result in a 


37 The new Government, which came into power in November 
1979, intended to announce an anti-inflationary programme, but 
its introduction was postponed for the third time in January 1980. 
Even though the programme is still to be announced, the following 
are expected to be the main points: 

The value of imports is planned to increase in 1980 by 35 per cent 
and of exports by more than 50 per cent. This implies a growth 
of 30 per cent in the trade deficit. 

Foreign capital investment will be encouraged. Already some 
procedural and legal arrangements have been made in this 
respect concerning repatriation of profits and capital, automatic 
acceptance for projects which will increase exports and energy 
production, and automatic acceptance for projects over certain 
amounts. 

Bank credits will be squeezed by increasing interest rates. 

Exporters will be allowed to keep 50 per cent of their earnings 
in foreign exchange to pay for their petroleum imports. 

Import duties will be lowered (from 25 per cent to 1 per cent) 
which implies a loss of 40 billion TL of public revenues. 

Subsidies for state economic enterprises will be cut to a minimum 
and their prices will be increased again between 70 and 100 per 
cent. Cement, sugar, fertilizers, paper and petroleum products 
will be given priority in this respect. 

The subsidy on petroleum imports will be abolished. 

Prior import deposits will be diminished substantially. 

The State trade monopoly on certain imports will be abolished. 

Money supply (which increased by almost 50 per cent in 1979) 
will be tightened. 

Tax reform will help to correct the income distribution which 
has worsened with the present inflation. It will also aim to help 

restrain the increase in nominal wage. 

The Turkish lira was devalued by 48 per cent against the US 
dollar at the end of January 1980. 


further sizeable burden on the budget, since in 1979 real 
wages fell in spite of large nominal wage шсгеазез.38 


In addition to the measures likely to be incorporated 
in the forthcoming economic programme, the IMF, the 
World Bank and the OECD are urging the Turkish 
Government to introduce some changes in the fourth 
Five-Year Plan, which is thought to be over-ambitious. 
For example, to achieve the planned growth rate of 
around 8 per cent,°® the savings ratio should be 35 рег 
cent; but at present it is below 15 per cent and to increase 
savings to such a level while inflation is at 60 per cent is 
unrealistic. Another policy change requested by the inter- 
national organizations as a pre-condition for additional 
finance is to freeze agricultural support prices. The main 
reason for wanting to do this is to reduce subsidies on 
agricultural products. Apart from the already implemented 
devaluation, other measures will be introduced to secure 
the third stage of the IMF credit ($234 million) the 
OECD aid package ($906 million), and the IBRD credits 
($180 million), as well as other credits from the inter- 
national commercial banks. 


38 There are no official data showing how much real wages 
decreased in 1979, but several studies have been made by the 
trade unions and the pension organizations. According to one of 
these, the real wages of insured workers during the first eight 
months of 1979 fell by 11.2 per cent, compared with the same 
period of 1978. The plausibility of this result is suggested by the 
fact that the minimum wage increased by 64 per cent as of May 
1979 while Istanbul’s cost-of-living index of wage-earners increased 
by 83 per cent between October 1978 and October 1979. 

39 According to the “1980 Programme” published by the State 


Planning Organization in February, the target growth rate for 
GDP in 1980 is 7.5 per cent. 


4. YUGOSLAVIA 


(i) General trends 


The most characteristic feature of economic develop- 
ment in Yugoslavia in the recent past was the mainten- 
ance of very high rates of expansion of output—some 7-8 
per cent per year during 1977-1979. This gave rise to very 
fast growth in both employment and productivity, and 
in turn brought about sharp falls in the annual increases 
of unemployment. Another feature was the rise in the role 
of domestic demand which rose by 6-12 per cent per year. 
This was faster than the rise in supplies from domestic 
sources in 1977 and 1979. In contrast, the role of foreign 
trade was negative from the demand point of view; the 
volume of exports either declined or stagnated, while 
import volumes rose in some years. Imports did however 
support growth on the supply side. Another feature of 
the period was the acceleration of rates of inflation from 
relatively modest rates in 1977 and 1978 (15 per cent) to 
a high rate in 1979 (20 per cent), though this development 
was accentuated by external factors. The current account 
of the balance of payments improved in 1978 but deterio- 
rated a great deal in 1979; this also was accentuated by 
external factors rather than domestic pressures. On the 
basis of past experience, the growth of output in Yugo- 
slavia is determined by two conflicting forces: on one 
hand, the economic system as such plus the labour market 
press for rapid growth, while on the other hand a preca- 
rious payments balance and a high level of inflation tend 
to restrain it. During 1977-1979, however, the authorities 
enjoyed some room to manoeuvre, and took the oppor- 
tunity to introduce policies which stimulated growth. 


The forces pressing for high growth are present in both 
the micro and macro levels of the economy. The system 
is basically market oriented; wages are linked to income 
growth, and enterprises are responsible for raising real 
wages and housing standards for their workers, as well 
as for improving their own competitiveness. Furthermore, 
local communes are responsible for combating unem- 
ployment—which is a major problem in the country—and 
also shortages in housing and other services. Finally, 
local initiative transmits powerful pressures for growth 
to the federal and republican Governments, which are 
expected to provide infrastructure and ensure energy 
supplies. The highly decentralized system of income 
distribution and savings leaves considerable resources at 
the disposal of enterprises and communes to back their 
initiatives. 

The pressure for growth has accentuated recently with 
the return of Yugoslav labour hitherto employed abroad. 
This pushed the Government to use fully its room to 
manoeuvre, and the more restrictive policies applied in 
1975 and 1976 for balance-of-payments reasons were 
subsequently reversed, and replaced by expansionary 
policies to stimulate employment during 1977-1979. 


Balance-of-payments developments have, in fact, left 
considerable room for policy variation in the recent past. 
The foreign debt burden, defined as the ratio of net credit 
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repayments plus net interest payments in convertible 
currency to all receipts in convertible currency, is the 
main constraint: it amounted to 14 per cent in 1976 and 
moved up to 20 per cent in 1979 still well within the 
internationally acceptable limit of some 25 per cent. 
However, balance of payments should ease in the years to 
come, since the Yugoslav authorities have linked the 
short-term tactic of permitting some deterioration in the 
debt burden with a long-term growth strategy designed to 
restructure output in order to increase productive effi- 
ciency, promote exports and to check the rise in import 
dependence. The increase in import dependence has in 
fact already been checked. Over the last seven years, the 
volume of imports and of output have risen by 45 and 
52 per cent respectively, and over the last three years by 
21 and 24 per cent respectively. However the results on 
the export side, discussed below, were meagre. 


The Government’s capacity to stimulate development 
in the short run was considerable—despite relatively 
strong inflationary pressure. As noted, the rate of infla- 
tion, at close to 15 per cent during 1976-1978, was not 
excessive, and the acceleration in 1979 was due mostly 
to external causes. An important feature of the Yugoslav 
economy is that there is no trade-off between the level 
of inflation and the growth rate of output (or demand for 
employment), because, inter alia, supplies of labour are 
very elastic. Moreover certain elements in the economic 
system tend to stimulate inflation whatever the rate of 
growth. This tendency cannot be easily neutralized 
because economic policy instruments are either inefficient 
or incomplete. The freedom of enterprises with regard to 
income distribution tends to give rise to wage cost infla- 
tion; the deficit financing of budgets and of various funds 
(including investments) provokes demand inflation; and 
the ex ante planning of price increases inevitably gives 
rise to anticipations of inflation. 


Medium- and short-term plans are intended to be the 
principal instrument of demand, cost and price manage- 
ment. They are conceived as a kind of forward market 
negotiation among enterprises, associations, banks, 
Governments and trade unions covering demand, supplies, 
income distribution (including wages) costs, structures, 
financing and prices. However, so far the conditions have 
not been created for this kind of planning to function 
properly. Another instrument is fiscal policies, which 
after the devolution of economic powers to regional 
Governments, have been almost entirely invalidated for 
demand management purposes. Monetary policies alone 
cannot produce the desired results either; the difficulty 
of regulating the money supply and of judging accurately 
its impact on the level of economic activity are very great. 
Moreover, monetary policies need to be selective and it is 
often difficult to expand credit in the directions required 
to finance exports, purchase of cereals, etc., whilst at the 
same time avoiding excessive over-all credit expansion. 
Finally, the Government can force enterprises and local 
communes into accepting limitations on output growth 
only if it severely limits the money supply. In the past, 
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and in the absence of other instruments, such policies 
when rigorously applied caused severe problems of enter- 
prise liquidity which tended to choke off the circulation 
of goods and to accentuate unemployment. The solution 
was to expand credit, which again led to a high growth 
rate. This is the reason why economic growth proceeded 
in the past in a stop-go cycle. 


Nevertheless, there is a danger that persistent inflation 
will ultimately exert long-run constraints on growth: 
inflation adversely affects the composition of output, its 
quality and the propensity to export and import and in 
the end discourages growth. The Government is aware 
of this but since the origins of inflation are mainly institu- 
tional, a time-consuming consensus is needed before ad- 
equate remedies can be introduced. In fact, the Govern- 
ment is at present in search of such remedies. 


The main weakness in performance in the recent past 
has been the lack of export expansion. Exports could have 
developed in line with high growth rates of output at the 
expense of domestic demand; this would have maintained 
the Government’s room for manoeuvre for a longer time. 
Policies announced at the beginning of each year did 
imply an expansion of export volume, but the results were 
disappointing. In the main, export volumes have stagnated 
since 1976 and the expansion that took place in the volume 
of export to industrialized countries in 1979 (4 per cent) 
only recovered the ground lost in 1978. It is true that 
slack demand and protection in western countries tended 
to affect Yugoslav exports in particular because the 
products concerned are concentrated in low-demand and 
high-protection commodity groups. Nevertheless, the 
stagnation of Yugoslav exports was due less to these 
factors than to the absence of energetic promotion meas- 
ures. Moreover, by keeping the domestic currency over- 
valued, the Yugoslavs permitted the competitiveness of 
these exports to decline. Certain academic circles in 
Yugoslavia argue that there is little sense in devaluing the 
currency while inflation persists—an approach which is 
acceptable under conditions of inflation provoked by 
excess demand. It may be difficult to justify under present 
Yugoslav conditions where the main inflationary stimulus 
is located on the cost side. If inflation persists for some 
time, the absence of exchange rate adjustments will 
cumulate into a considerable over-valuation of the national 
currency, which will inevitably damage export prospects. 


Developments in 1980 will again be shaped by the 
micro and macro forces described above. However, the 
direction of such pressure may now diverge. At micro 
level, the pressure for fast and unchanged growth rate 
will persist and for the reasons described above, while 
the Government will try to limit the output rise to 5 per 
cent. The Government is anxious not to exhaust its room 
to manoeuvre in order to: preserve some freedom to deal 
with unexpected economic developments in the future. 


(ii) The growth of demand and output 


In both 1977 and 1978 final domestic demand continued 
to increase fast but the rate slowed down somewhat in 
1979 (table 4.1). Fluctuations in stock building alternated 
from year to year, and for this reason the growth of total 
domestic demand varied between moderate performance 


of 5.5 per cent in 1978 to the high rates—11.5 and 8 per 
cent—recorded in 1977 and 1979 respectively. Gross 
national product also continued to increase fast, but at 
a lower rate than domestic demand in 1977 and 1979. 
The gap in the foreign balance narrowed in 1978 but 
widened in 1979. 


Construction continued to be the most dynamic sector 
of output, followed by industry. Construction benefited 
from the domestic housing boom and building activities 
abroad (which rose to a value of $1.3 billion in 1979). 
Industry was strongly sustained by high investments (this 
was concentrated in energy) and by ample supplies of 
intermediate products (the import volume of the latter 
increased by 17, 4 and 7 per cent in 1977, 1978 and 1979 
respectively while their domestic output expanded by 
10, 8 and 6 per cent respectively). 


The increase in final domestic demand was dominated 
in each of the above three years by a rapid rise in invest- 
ments in fixed assets which, however, slackened slightly 
in 1979. The profit margins of enterprises continued to 
decline, but ample and cheap credits kept their invest- 
ments expanding fast. The investment boom was sustained 
primarily by a fast rise in the domestic output of capital 
goods (10-12 per cent annually during 1977-1979); the 
volume of capital goods imports increased by 8 per cent 
in 1977, declined by about the same amount in 1978 and 
recovered only 5 points in 1979. 


Private consumption expanded fast in 1977 and 1978— 
by 7 per cent in both years—but the rate slackened to 
5.4 per cent in 1979. Private incomes increased rapidly but 
a redistribution took place in favour of farmers especially 


_ш 1979 (table 4.2). The latter plus adverse terms of trade 


caused a stagnation in non-farm sector real wages in 1979, 
as compared with increases of 3 to 6 per cent in 1977 and 
1978. The domestic output of consumer goods increased 
by 8 to 9 per cent annually in 1977-1979, while the import 
volume of consumer goods increased by 19 per cent in 
1977; it declined by 11 per cent in 1978 but rose again by 
21 per cent in 1979. Collective consumption expanded at 
rates similar to private consumption. Budget expenditures 
grew fast and exceeded revenues, the deficit being financed 
by credit from the National Bank (table 4.3). Although 
the money supply increased more slowly than nominal 
GNP, no problems with liquidity were reported. 


(iii) Employment 


A short review of labour market trends is the best 
illustration of the employment motivated growth strategy 
(table 4.4). The dominant feature of the labour market 
was the fast rise in non-agricultural employment (4 to 4.4 
per cent per year) during the 1977-1979 period. Since the 
beginning of 1974, the year when Yugoslavs employed 
abroad started returning home, this rise amounted to 
1.3 million, which was sufficient to accommodate the 
whole natural increase in the labour force (some 700 
thousand), all returnees from abroad (nearly 320 thou- 
sand) and part of the potential migrants from agriculture 
(some 270 thousand). A similar development also took 
place during 1977-1979, the period under review. The 
rapid increase in output also permitted a fast rise in 
productivity; outside agriculture this amounted to 3-4 per 
cent per year during 1977-1979. 
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Recent economic developments in southern Europe 


TABLE 4.1 
Yugoslavia: volume growth of demand and output 


Ne Е Е НЫ 


1976 Annual percentage change at 
billion constant 1972 prices 


current Percentage ee a ane or 
dinars share 1976 1977 1978 1979 


Final domestic demand ........ 677 96.9 6.1 8.4 8.4 6.8 
Private consumption ........ 351 50.0 4.4 7.0 7.0 5.4 
Collective consumption...... 119 17.0 9.5 7.4 6.5 5.9 
Gross fixed investments ...... 207 29.4 8.2 9.5 10.5 9.7 

Total domesticdemand ........ 702 100.0 0.3 11.5 5.5 8.0 
Addition to stocks .......... 25 3.6 —5.5 37 —2.9 12.0 

Horeignibalancesen ее —19 —2.7 3.6 —4.2 1.1 —7.3 

Gross national product ........ 683 97.3 3.9 8.0 6.9 7.0 
LNG OS oh Sindee secon cowl — — И.Э 4.8 —5.0 6.0 
Industry! ее — — 3.4 9.4 8.7 8.0 
(ОА Босозобесосоо — — 5.8 10.0 12.8 10.0 

Industrial output рег worker ...  — — 1.0 5:7 5.3 4.3 

Source: National statistics. ® Index of physical volume of output. 
TABLE 4.2 


Yugoslavia: income, wages, costs and prices 


1978 Annual percentage change 
billion Percentage  — —— 
dinars share 1976 1977 1978 1979 
Total income Sen cco ere 653 100.0 20.7 23.6 24.1 27.0 
Disposable INCOME: sar er terete crear 637 97.6 19.1 23:7 26.1 26.0 
of which: 
SAVINGS Ae Е Е 118 18.0 18.2 34.6 52.9 24.0 
Real wages? Scien testes esac ess — — 335) 3.3 5.8 0.0 
INominall мае, он. ae — — 15.5 18.8 20.9 19.7 
ОмМРрясеаеНа ое ee — — 13.4 ЦО 14.9 20.4 
Wage costs рег unit of output ......... — — 17.5 13.9 16.5 16.3 
Industrial producers prices ........... — —- 6.1 9.5 8.4 13.0 
Agricultural producers prices ......... — — 14.3 12.1 9.9 27.0 
Вхрогири сео к ое Во — — 4.3 14.0 8.7 14.0 
TMPOLE DIICES о оо —- — 225 15:0 4.6 19.0 
Retailgoricesmeree и — — 9.4 13.3 13.4 22.0 
Source: National statistics, Note: At current prices. 
TABLE 4.3 


Yugoslavia: money supply and consolidated budgets 


SS 


Billion dinars 
ео 
Changes during period 
Amount oo 
end-1978 1976 1977 1978 1979 


Money supply ме 329.4 77.2 42.9 We 59.0 
Bank«creditsipy semantic niet 948.8 129.3 146.2 216.9 227.0 
Foreign exchange transactions .... —27.4 15.0 ep? —18.8 —25.0 
Non-monetary deposits®......... — 592.0 —67.1 —86.1 —125.9 — 143.0 

Amount billion dinars 

Budget TEVENUES „ее esse eee — 251.7 316.7 398.3 497.0 

Budget expenditures ............... — 263.6 323.9 408.3 509.2 

Ваал he cote eieetoe — —11.9 —7.2 —10.0 —12.2 


Source: National statistics. ® Increase, 
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TABLE 4.4 


Yugoslavia: employment 


SSS 


End-1978 
thousands 


Motaliabourforce;s.45.- skye 10 451 
Employment outside agriculture .. 5 425 
Employment in agriculture ....... 3 785 
Employment abroad ............ 800 
JODISEEKET Sick YG. ии sects 735 


Percentage 


Annual percentage change 


1976 1977 1978 


100.0 0.8 1.4 1.4 1.3 
219 3.4 4.4 4.4 4.0 
36.2 =.) ed —2.2 —2.0 

Tal —7.4 2 — 3.0 —2.0 
7.0 17.6 10.3 5.0 35) 
0.7 —10.0 20.8 9.4 13.9 
4.2 17.6 10.2 5.0 3,5 


Source: National statistics. 


Another important feature was a gradual but a sharp 
decline in annual rates of increase of unemployment: 
from 20 per cent in 1975 when it was at its highest, to 
3.5 per cent in 1979. Moreover, for the first time in 1979, 
the increase in the number of unemployed and in the 
number of vacancies was almost identical. Unemployment 
and vacancies coexist in Yugoslavia because of differences 
in regional levels of economic development and the lack 
of migration facilities. 

Two conclusions can be drawn from the above trends. 
First, migration from agriculture has lately become the 
principal source of the rise in unemployment. This migra- 
tion originates from redundancies in agricultural employ- 
ment, accentuated by per capita income differentials 
between agriculture and other sectors (at present the 
differential is 1:2). Recent improvements in the agricul- 
tural terms of trade may ease the pressure for migration 
in the years to come. Secondly, if the above output and 
employment trends continued for a few years more the 
rise in unemployment would come to a halt. This trend 
would be strengthened by a fall in the proportion of the 
labour force employed on private farms, which under the 
above conditions would decline to 29 per cent of the total 
labour force in 1982, compared with 34 per cent reported 
in 1979. 


(iv) Inflationary pressure 


In all years under review, the disposable income of the 
population (excluding savings) increased much faster than 
the volume of private consumption. This indicates the 
presence of demand inflation (table 4.2). Costs also 
increased fast, and in 1979 labour costs in agriculture and 
import prices accelerated sharply (to 25 and 19 per cent). 
Retail prices increased by around 13 per cent in 1977 and 
1978 but the rise accelerated to 22 per cent in 1979. Higher 
taxes together with the rising prices paid to the producers 
of agricultural commodities were the major elements in 
the acceleration. Over-all inflation, as measured by GNP 
deflators, accelerated from relatively modest levels in 1977 
and 1978 (15 per cent) to a high rate in 1979 (20 per cent). 
The acceleration was due mainly to rising import prices 
which contributed 7 percentage points to total inflation 
in 1979 but only 1 point in 1978; and also, but to a smaller 
extent, to high labour costs in agriculture; these contribu- 
ted 2 points to the total price rise in 1979 but 1 point in 
1978. Wage costs contributed some 6 points in all three 
years and the share of all other factors (demand inflation, 


increases in taxes, etc.) declined slightly to 5.4 percentage 
points in 1979 as against 6.9 points in 1978. Thus, the 
higher rate of inflation was not closely associated with 
the high rate of output growth reported in 1979. 


(v) Balance of payments 


The deteriorating trend in the current account balance 
is illustrated in table 4.5; the deficit widened in 1977, 
improved somewhat in 1978 but increased again in 1979. 
This was due in a certain measure to variations in the 
annual volume growth rates of imports which reflected 
the successive accumulation and consumption of stocks 
and in turn short-term policies to restrict imports. The 
deterioration in 1979 was accentuated by factors external 
to the current growth of demand and output: of the 
$2,046 million rise in the import deficit in 1979, $1,304 
million was attributable to deteriorating terms of trade 
of which $600 million was accounted for by increases in 
oil prices. The remaining $742 million was due to growth 
of domestic demand, of which $300 million was accounted 
for by relief imports following the earthquake in Monte- 
negro. In the absence of the above special factors, the 
current account deficit would have amounted to some 
$1.8 billion in 1979. A damaging factor in accentuating 
the deficit was the decline in the surplus on the services 
account, which amounted to nearly $600 million in 1979. 
Remittances continued to be the most important item 
within this account. Despite the decline in the number 
of Yugoslavs employed abroad, remittances remain 
high—partly because returnees repatriated. their savings, 
partly because the favourable conditions offered by 
Yugoslav banks have encouraged those still working 
abroad to continue to repatriate their earnings. 


(vi) Prospects for 1980 


The principal target for 1980 is to reduce the current 
account deficit to $2,000 million from the $2,500 million 
recorded in 1979. The target deficit is considered support- 
able in relation to the relatively low debt service ratio. 
If the planned reduction is to be achieved, a 6 per cent 
rise in export volume and no increase in import volume 
will be needed, provided that no major change in the 
terms of trade takes place. 
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TABLE 4.5 


Yugoslavia: balance of payments and foreign debt 


1976 1977 


1978 


двд ee ee 


Annual percentage change 


Volume growth 


EXpOfts Ве о ее 14.9 —5.3 —0.8 1.0 
im POLtS ооо о ооо осюо оао ооо вв ето — 6.8 191 —1.0 8.0 
Terms, Отан оон «cei ne oe они бе 1.6 —0.9 3.9 —4.2 
Million current US dollars 
Prades Ба асе, о о они еек —2 489 —4 380 —4 317 —6 363 
Ехо ооо oe uae os eins сора 4 878 5 254 5 671 6 522 
Vim POL $ ао енот nance varerexsrstebanetaners 7 367 9 634 9 988 12 885 
Balance on services and transfers ............... 2 654 2 798 3 300 3 005 
Remuttamcesipans ooerercit cece ое 1415 1 427 1 745 1 730 
TO ULIS TI eyeeee revere а ен Wes 750 935 870 
TransSportatiOna ое бе 429 568 590 630 
Interest Pa nies. со ео ие —279 —258 —305 — 565 
Other soe Melo cca: coon Cote Бе: 364 311 335 340 
Balanceonchtrent accOuntm eee eee 165 —1 582 —1017 —3 366 
Capital account ее ен 1 189 1 693 693 1914 
меб тезегуе тостер еее 1354 111 —324 —1 452 
POreignicurrencysreSeLves о. 3 347 3 458 3 134 1 682 
Gross foreignidebt sae ео. 8 002 9 540 11 833 14 000 
Netsforcian debts Aare о ss 7 069 8 424 10 726 12 700 
Net foreign debt minus currency reserves ........ 3 722 4 966 7 592 11 018 
Percentage 
Ratio of total net debt service to allexports .... 11 14 14 17 
Ratio of total net convertible debt service to all 
cConverublercurrent receipts teeters 14 17 16 20 


Source; National statistics. 


The economic targets retained call for a shift in the 
emphasis of economic policies; they are now to be oriented 
towards improving the balance of payments and no longer 
exclusively to promote employment. Exports are intended 
to contribute more to growth than in the past; since 
exports cannot easily replace domestic demand, over-all 
growth is projected to decelerate to 5 per cent in 1980. 
Non-agricultural output may increase by some 7 per cent 
and employment by roughly 3 per cent. Agriculture may 
increase by 3 per cent. The pressure of domestic demand 
on supplies is hence required to diminish, thus making 
possible a shift of resources into experts. This should also 
diminish import requirements—the more зо because 
considerable stocks of imported goods have been carried 
over from 1979. Vigorous measures have been announced 
to curb the growth of domestic demand and to promote 
exports; credit policies have been tightened, but made 
more selective in favour of exports; a special bank has 
been set up to finance exports; the budget deficit is to be 
reduced; pressures on enterprises to resist excessive wage 
claims will be intensified and wages are expected to rise 
more slowly than enterprise incomes. Investment growth 


will be curbed in total (an increase of 6 per cent in volume) 
but selective measures will favour those intended to 
increase import substitution and to promote exports. 
Particular attention will be paid to marketing and to the 
foreign trade regime. The remission of taxes and duties 
on the exports of enterprises will be accentuated and some 
readjustment of foreign exchange rates is expected. 

It is uncertain whether conditions are present to ensure 
that actual developments will move in line with this pro- 
jection. A slow rate of improvement in the anti-cyclical 
mechanisms of the economy is bound to affect the effi- 
ciency of measures announced. Conditions abroad for 
export expansion are deteriorating, especially in the 
industrial market economies. It is doubtful whether the 
intended growth can be obtained without any rise in 
imports, though the impact of import restraint will be 
reduced by the high initial level of stocks of imported 
goods, and the introduction of new capacities in import- 
substituting sectors expected during 1980. Improvements 
in marketing and efforts to promote exports may bring 


results only with a time-lag, and hence may not affect the 
results in 1980. 


CHAPTER 3 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE AND THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


In eastern Europe and the Soviet Union targets for 1979 
were set in most countries at levels close to the rates 
actually achieved in the period between 1976 and 1978, 
even though these were in general below the current 
medium-term targets. In Poland and Hungary, where 
new conditions—particularly in foreign trade—required 
a more marked adaptation, the target rates provided for 
a slower pace in over-all growth compared with the recent 
past. The objectives for 1979 reflected the fact that, under 
present conditions, stable growth cannot be assured over 
the longer term at the levels originally called for by the 
current five-year plans. 


In the east European countries taken together, global 
economic activity rose by an aggregate rate of 2.3 per cent 
in terms of NMP, two percentage points below the 4.3 per 
cent rate achieved in 1978. Only Bulgaria and the German 
Democratic Republic recorded a modest acceleration in 
growth as compared with the previous year. For the first 
time in the 1970s negative growth was reported in Poland, 
where NMP fell 2 per cent below its 1978 level. In that 
country, the downward trend in economic expansion had 
started in 1975. Romania also experienced a slowdown 
since that year, but the rate of 6.2 per cent recorded in 
1979 was one of the highest in the region. Since 1976, a 
deceleration in economic growth has been apparent in 
Czechoslovakia and Hungary, though it was more pro- 
nounced in the latter country (see chart 1.1). 


In the Soviet Union, the increase of distributed national 
income (e.g. domestically distributed resources for con- 
sumption and accumulation) was 2 per cent in 1979, just 
half the rate recorded in the previous year. In recent years, 
domestically distributed resources in the Soviet Union 
have risen more slowly (by roughly one percentage point) 
than NMP produced. Thus the latter macro-economic 
aggregate might have risen by around 3 per cent. This 
estimate is confirmed by preliminary data showing an 
increasing surplus in the Soviet Union’s global trade in 
1979 (more than $5 billion compared with slightly more 
than $1.5 billion in 1978). Developments in the Byelo- 
russian and Ukrainian SSRs taken separately followed 
similar trends to the Soviet economy as a whole, but the 
reported deceleration in the growth of NMP produced 
was more pronounced in both cases—increases of 3 and 
1 per cent respectively, as against 6.0 and 4.5 per cent in 
the preceding year. This largely reflected poorer agricul- 
tural performance in both republics than the Soviet aver- 
age and, in the case of the Ukrainian SSR, a modest 3 per 
cent increase in industrial production. 


In the course of 1979, conditions in many economic 


sectors of crucial importance for global development 
deteriorated in most countries. Adverse developments in 
energy and fuel supplies, transport, agricultural produc- 
tion, and foreign trade relations intensified constraints on 
performance, and the accomplishment of planned tasks 
was impeded.! Breakdowns in energy, fuel and raw ma- 
terial supplies, which were aggravated by transport diffi- 
culties due to the hard winter, detracted from normal 
performance in almost all countries of the region to a 
greater or lesser extent. In subsequent months, efforts were 
made to compensate for losses, which further hampered 
the normal, planned pace of economic performance. These 
efforts were, moreover, put in hand at a time when condi- 
tions were not propitious for economic growth because 
of shortages in home supplies due to below-plan output 
performance, or to retarded commissioning of investment 
projects in key sectors such as the energy and fuel com- 
plex, metallurgy, and building materials in some countries. 
The adverse climatic conditions continued throughout the 
first half of the year, affecting agricultural production and 
performance in weather-related sectors. Increases in the 
price of fuel and raw materials on world markets, followed 
by domestic price increases or a rising burden of budgetary 
support to consumers in most countries of the region, 
aggravated an already strained global economic situation. 
The efforts to eradicate earlier losses hence gave limited 
results, and production arrears were recorded in many 
sectors. In general, the over-all expansion slackened as 
the year progressed, and the growth of net material pro- 
duct (NMP) remained short of the targets for 1979 in all 
countries. The aggregate rate of growth of NMP for the 
region as a whole is estimated at 2.4 per cent—two per- 
centage points below the implied target rate and less than 
half as high as in 1978 (table 1.1). 


The reduction mentioned earlier in the 1979 targets 
for over-all economic expansion as compared with those 
in the on-going five-year plans, has not been accompanied 
by any modification in the commitment to maintain 


1 Not infrequently, reference has been made to the low level of 
economic efficiency and to the slow adaptation and relative rigidity 
of economic management as factors contributing to the slackening 
of economic growth. While their impact cannot be neglected, 
there is no evidence to suggest that the changes in these factors 
were markedly greater in the year 1979 than in previous years. 
Moreover, the level of efficiency is an outcome of the factor input 
structure, and as such is more a consequence than an autonomous 
factor influencing economic trends in the short term. As for man- 
agement efficiency, changes in the system of national planning 
and economic management in 1979 were not of such a scope in 
any country of the region that they could modify appreciably they 
conditions for economic operation on a global level in this short 
period of time. 
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TABLE 1.1 


Changes in growth of the net material product 
(Annual percentage change) 


ооо eee eee 


Net material Gross output 
product (billions : 
of national Net material product Agriculture Industry Construction 
currency units); — -—>AA$ —_— Ss 
Country and period at current prices Plan Actual Plan Actual Plan Actual Plan Actual 


ee eee — ee 


Bulgaria 
в ее ИЕ 15.1 9.0 6.5 5.0 4.1 9.2 6.8 8.0 5.0 
1977 Gee: . eas Rees 15.5 8.2 6.3 4.0 —4.6 9.2 6.8 ae 11.2 
97 у п 16.3 6.8 5.6 5.0 4.3 И 6.9 6.0 6.9 
1979 био ое 17.4 7.0 6.5 7.0 6.0 7.8 6.0 3 5.0 
1980. ирисы : 5.7 Se 357, 6.3 
197621980 елены нь al 4.1 9.1 

Czechoslovakia 
Теда SR tees B Pye 418.2 5.0 4.1 5.3 —2.4 5.4 bie 6.7 7.6 
о SE. Se ee tor 415.0 5.2 4.2 8.2 9.1 5.3 57 6.2 4.6 
о hate 437.1 4.9 4.1 3.4 1:5 5.0 4.8 бе 5.6 
О. иена 449.0 4.3 2.6-2.8 3:8 —3.9 4.5 3.7 5.8 т 
1980 ее ое о ; ai! a 1? 4.0 3.8 
1976-1980 еее лекарь 4.9 3.6 5.7-6.0 6.2-6.5 

German Democratic Republic & 
о eae 147.7 5.3 3.7 1.4 —4.9 6.0 5.9 6.3 6.8 
ТОН ЧЕ. 155.3 55 5:2 2.8 6.8 ЗЕ 5.4 6.2 6.4 
LOTS ORE 357, BA ES 160.8 5:2 3.6 3.5 1.4 57 5.4 5 4.8 
ео ese. oe 167.2 4.3 4.0 1.3 —2.0* 5.5 4.8 4.2 4.2 
Оба, 4.8 0.5Ъ 4.7 53 
96-1980 seeametne oes Sol 4.0 6.0 5.0 

Hungary 
Se оон 432.4 5.0-5.5 3.0 4.0 —2.7 6.0 4.6 5.0-5.5 4.6 
GUY WE о 476.0 6.0-6.5 8.0 7.0-8.0 10.3 6.0 6.6 5.0-5.5 6.4 
UOT Se PO SE лось 511.5 5.0 3.9 2.0-3.0 2.0 5.6-6.0 4.9 4.0-5.0 3.7 
1979 GY A! Bree ae 550.0 * 3.0-4.0 1.0-1.5 3.0-3.5 —0.6 4.0 2.8 1.0 2.1 
НЕ ae 3.0-3.5 ne 5.0-5.5 wre 3.5-4.0 ah —(3.0-2.5) Е 
197 6-ТОЗО ео eee $ 5.4-5.7 и. 3.4 Я 6.0 ® 5.5-6.0 

Poland 
AS Reis SRA оО 1 593.3 8.3 6.8 5.9 —1.1 8.8 9.3 4.2 1.6 
а 1 736.1 57 5.0 5.3 1.4 6.3-7.3 6.9 6.6 3.9 
не 1902.6 5.4 3.0 4.5 4.1 6.8 4.9 3.8 
Е 1865.0 * 2.8 —2.0 3.9-4.8 —1.4 4.9 2.8 —4.8 с 
ОЕ, 1.4-1.8 г 5.8 3.0-4.2 A: 
1976-19807 eee 7.0-7.3 4.3 8.2-8.5 7.4-7.7 

Котата 
OT Gavan ach оо Ваня 400.0 & 10.5 10.5 15.0-26.6 17.3 10.2 11.4 и 6.0 
И ео ое 431.7 11.3 9.0 1.9-13.6 —0.9 10.5 12.5 20.4 9.4 
ОА OM, ем: 464.3 11.0-11.5 7.4 6.9-16.1 3.4 10.6 9.6 8.3 11.2 
Поло Знание. 500.1 8.8 6.2 5.1-5.6 25:0 11.3 8.0 8.3 
О Mires ак ae 8.8 cut 4.7-6.0 т 11.4 В De. 
1970-1980 ere atte в 11.0' ВН 6.9-9.0 4 the 11.54 

Soviet Union е 
обоях 385.7 5.4 5.9 0.3 6.5 4.3 4.8 5.1 1.4 
о оО 405.6 4.1 4.5 53 4.0 5.6 5.7 6.5 all 
Е 422.5 4.0 4.8 6.8 Dh 4.5 4.8 4.1 1.6 
ПЕ АЫЕа 430.5 * 4.3 2.0¢ 5.8 —4.0 5.7 3.4 
LOS OR борт в обла: 4.0 ae 8.8 4.5 
1976-1980 eer pticrcte acts qe 4.7 Sal 6.3 5.8 

Byelorussian SSR 
ISTOs seas Sieh OR a 555 6.0 2.2 6.2 6.1 7.0 : 
1977. ем Totals a0 | x 5.8 5.0 2.9 Е 6.3 8.3 pe are vs 
ОО Ae 6.0 he 4.8 6.8 6.1 8.0 6.2 3.0 
ООВ В a 6.0 3.0 3.6 —5.8 6.2 6.9 5.0 
A980 ооо conte 7.0 3.8 5.9 4.0 
1976-1980 Poe rere 6.0 3.8 7.4 5.0 
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TABLE 1.1 (continued) 


Changes in growth of the net material product 
(Annual percentage change) 


SS ee a cee a ee 


Net material 
product (billions 
of national 
currency units) 
at current prices 


Net material product 


Country and period Plan Actual 


Gross output 


Agriculture Industry Construction 


Plan Actual Plan Actual Plan Actual 


Sa a Ив 


Ukrainian SSR 


NOT OMe eric ac acters «ke 69.8 4.5 6.0 
CA TS, ai ee res a 72.9 4.8 4.7 
OHS ооо 75.7 4.3 4.5 
о ое тети 76.4 * 4.2 1.0 
с ети : 3.5 
NST 6-1: 4.9 
Eastern Еигоре\ 
Е. 7.0 5:7 
А ес cums < 6.6 5.8 
имен 6.1 4.3 
ее ею 4.6 23 
О. 4.2 
О ооо сы 6.6 
Soviet Union and eastern Europe { 
А обо atcrsscter ее 5.9 5.9 
CHE) зоо А о а 4.8 4.8 
TOTS Persia seas eae 3 Nery 6 4.6 4.6 
OTOP ое ОО 4.4 2.4 
Оо. а. 4.1 
976-1980 ть 5.3 


tee) 10.8 4.1 4.1 6.9 4.8 
4.3 5.2 5) 55 4.1 2.1 
4.0 0.7 4.7 4.5 3.2 —0.4 
4.5 —6.8 5:2 3.0 4.2 
10.1 4.0 3.0 

4.1 5.9 5.4 

7.4 7.4 

6.7 7.0 

6.7 Si 

6.0 4.4 

5.2 

eS) 

552 5.5 

5:9 6.0 

51 Sail 

57 37 

4.7 

6.6 


Sources: National statistics, plans and plan-fulfilment reports. 


Note: Changes for five-year period are annual averages. For agriculutre five- 
year plan targets are annual percentage changes over 1975, recalculated by the 
ECE Secretariat. In all countries, except Romania, the original targets were 
five-year annual averages in relation to the previous five-year average. 


® At constant prices. 
> Net output including food processing. 


steady economic development in the long run. The global 
strategy of balanced growth has had decisive importance 
in the selection of priority sectors and the implementation 
of growth objectives. Annual plans transformed the over- 
all policy orientation into short-term objectives, while 
also providing for the redressment of current imbalances 
in order to consolidate the results achieved. But ex post 
analysis reveals that the forecast of economic trends for 
1979 was based on the presumption that economic condi- 
tions would remain within normal limits and would not 
deteriorate. This presumption did not hold good, and 
indeed conditions changed to such an extent that they 
could be considered as qualitatively new in most coun- 
tries. But ensuring the capacity of the region’s economies 
to adapt to the new conditions while at the same time 
maintaining the same pace of over-all expansion as in the 
preceding year, was a difficult objective to accomplish. 
In Poland, for example, “the regrouping of resources 
within the national economy” was linked with an histori- 
cally low growth target of 2.8 per cent for NMP. A similar 
though less abrupt policy re-orientation was incorporated 
into the Hungarian annual plan. In all other countries, 
some acceleration in economic growth was envisaged as 
compared with 1978—though in no case did the planned 
upward shift exceed 1 percentage point. The target rates 
were 0.2 percentage points higher in Czechoslovakia, the 


< Construction and assembly work only. 


4 Based on supplementary plan. The original five-year targets were as follows: 
NMP—10.0-11.0 per cent; gross output in agriculture—6.5-8.6 per cent; gross 
output in industry—10.2-11.2 per cent. 


е Distributed NMP. 
1 Albania excluded. 


Soviet Union and the German Democratic Republic, and 
1 percentage point in Bulgaria and Romania. Investment 
and foreign trade policies were designed accordingly. 


The changes in the economic climate in the course of 
1979 summarized earlier could not be overcome without 
reallocating resources to solve a number of urgent prob- 
lems. Such resource shifts clearly aimed at improving the 
planned operation of the economy as a whole. In many 
strategically important production areas, output remained 
short of targets. Supplies necessary to maintain material 
balances and to ensure full capacity performance were 
insufficient. On the other hand, recourse to imports to 
compensate domestic materials shortages was limited by 
import saving policies. 

The deterioration in economic conditions was felt most 
acutely in Poland. The poor harvest led to unplanned 
imports of food and animal feed, which in turn resulted 
in further cutbacks over and above the limits previously 
imposed on industrial raw material imports. Moreover, 
two additional work-free days to save energy were reported 
for November and December. 


All countries in eastern Europe experienced serious 
difficulties in energy and fuel supplies in 1979. Shortages 
and supply breakdowns started in January and February 
and disturbed economic performance throughout the 
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СНАВТ 1.1 CuarT 1.2 
Changes in net material product and factor inputs Efficiency indicators 
(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100) 
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CuarT 1.1 (continued) CHART 1.2 (continued) 
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CHART 1.1 (concluded) 
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Net material product. 
Five-year-plan target. 

Annual plan target. 
Employment, total. 
Employment, material sphere. 
Fixed assets, total. 

Fixed assets, material sphere. 


Source : National statistics. 


year. The problem is not new, but it has never occurred 
in such an acute form. The countries had worked out 
long-term development programmes for fuel and energy 
in previous years, and the corresponding investment pro- 
grammes laid down in the annual plans for 1979 enjoyed 
the highest priority. However, implementation of these 
programmes has apparently progressed too slowly, and 
rapidly increasing needs cannot yet be met. In all coun- 
tries, therefore, new energy-saving programmes were 
worked out in the course of 1979. Besides many admin- 
istrative restrictions on energy consumption, consump- 
tion norms were sharply revised downwards. In most 
countries, prices of fuel and power were considerably 
increased, and in some, new nation-wide controlling or- 
ganisms were established. Special attention was paid to 
building up stocks of fuel for the 1979/80 winter season 
in order to prevent repetition of the events of January- 
February 1979. 


Developments in agriculture, another field of special 
concern, did not follow the planned path in 1979. After 
a year of record global agricultural production throughout 
the region, it was over-optimistic to expect a further 
substantial rise in the following year. Nevertheless, the 
«planned targets for 1979 called for increases exceeding 
3 per cent in all countries but the German Democratic 
Republic, where the target was set at a more modest 
1.3 per cent (see section on agriculture). With the excep- 
tion of Bulgaria and Romania, all other countries’ global 
agricultural output fell. Most of the decline occurred in 
crop production, whilst livestock output recorded positive 
rates of growth. The smaller grain harvest was the main 
element in this divergence in trends. In eastern Europe 
as a whole, grain output fell more than 7.5 million tons 
below 1978, or by roughly 10 per cent. The fall in Soviet 
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СНАВТ 1.2 (concluded) 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


NMP/gross product ratio. 

NMP/employment ratio, material sphere. 
Fixed assets/employment ratio, total economy. 
Fixed assets/employmentratio, material sphere. 


Total fixed assets/NMP ratio. 
Fixed assets, material sphere/NMP ratio. 


grain production amounted to 58 million tons—output 
was almost 40 million tons below the 1976-1978 average. 
The existing imbalances between crop (and especially 
fodder) production and the livestock sector were aggra- 
vated in the second half of the year. Higher imports of 
grain were necessary to maintain the herds. Restrictive 
import policies and inelastic demand for imported feed- 
stuffs together resulted in further unplanned cutbacks in 
imports of materials used in other sectors of the national 
economy. This, together with sluggish production per- 
formance in energy, fuel and some raw materials such as 
metals, aggravated existing shortages and strains in over- 
all supplies. Policies to bring about more efficient use of 
these inputs yielded notable results in some sectors, but 
they were not large enough to compensate for the relative, 
and in some cases absolute, reduction in availability 
elsewhere. Consequently, industrial performance in 1979 
fell below planned levels in many branches and, in global 
terms, in all countries. Gross industrial output grew at 
the lowest rates recorded during the 1976-1979 period. 
The slowdown was particularly sharp in Hungary and 
Poland, where growth rates of 2.8 per cent in both cases 
fell two percentage points below those registered in 1978. 
These two countries depend heavily on imported inputs, 
and performance in both was hence particularly affected 
by the foreign trade policies to reduce imports and hence 
trade deficits pursued in the course of 1979 (for detailed 
analysis see section on industry). 


(ii) Investment trends and policies 


The 1979 data on investment outlays (in terms of 
constant prices) indicate, first of all, that the global volume 


General developments 


Incremental capital-output ratios ® 


SSS 


1971- Five-year plan 1976- 1976- 1976- 
1975 1976-1980 1979» 1979 1980» 


я a ee ee 


Ва tt ne cee eee 4.5 4.7 5.8 6.0 6.2 
‘Czechoslovakia sms «0. от ee 5.9 6.9 8.4 8.9 8.9 
German Democratic Republic ......... 5.3 5.8 7.4 155 th 
UN GARY Peete. scheint . ake. 5.7 6.1 9.3 9.2 9.6 
Poland SOS Oe Oh Ce TTR eee By) 4.7 8.7 11.6 13.1 
Romania ЧАИ 3.0 3 4.2 4.8 4.8 
SovietsU ее ine 5.2 5.6 6.3 6.7 6.8 


rr 


дю 


9 


Source: Аз for table 1.1. 


» Ratio of gross capital investment to the increase in net material product. 


> Data for 1979 and 1980 refer to plan targets. 


has not exceeded the planned amount in any country. 
While in Hungary the volume remained virtually the same 
as in 1978, in Poland it was considerably reduced (—10 
per cent). In the other countries, only modest increases 
were recorded compared with the previous year. Control 
over investment spending was, therefore, entirely success- 
ful. Data for the 1976-1979 period show that the volume 
of investment was largely kept within the limits laid down 
in the current five-year plans. However, judging by results 
in the implementation of development objectives, it 
seems that the volume of investment was not large enough 
to provide the impetus necessary for economic expansion 
to take place as planned. Pronounced emphasis was laid 
on increasing the efficiency of investments. It seems that 
this objective has been too ambitious, better performance 
in some sectors not having been large enough to reverse 
trends in global efficiency. It should be borne in mind 
that in the period under review, development objectives 
did require considerable changes in the size and structure 
of the national economies in every country of the region. 
Investment programmes have called for the expansion 
and modernization of production capacities in priority 
sectors, some of them with high capital intensity. 


The movement of ICORs confirms that expected im- 
provements in investment efficiency in global terms did 
not take place. Their level exceeded considerably the 
ICORs implied by the medium-term and annual plans 
(see text table). In other words, a given rise in NMP had 
become more costly in terms of investment resources 
since it was not accompanied by any over-all rise in 
investment efficiency of the kind which occurred in some 
sectors during the period under review. Hence, stagnant 
or slowly increasing global investment could not generate 
a steady rate of over-all expansion. 


The construction sector is largely influenced by invest- 
ment policies. In 1979, the growth of construction output 
in the east European countries settled at rates of around 
4 per cent or below. These rates show continuation of a 
decelerating tendency which started in most countries in 
earlier years. In the Soviet Union, the growth of construc- 
tion output in the 1976-1978 period slightly exceeded 
2 per cent annually. Similar decelerating trends were 


2 For more detailed analysis of the impact of the priority sectors 
on investment efficiency, see section on investment in this Survey 
and also in the 1978 Survey, part I, chapter 3, sections on general 
developments and investments. 


reported in the building materials industry, where 1979 
growth rates were the lowest since 1975. The completion 
of investment projects was largely influenced by these 
trends. As yet, full data for 1979 are not available, but the 
ratios of fixed assets brought into operation to total gross 
fixed capital formation in 1978 ranged between 90 and 
94 per cent for the three east European countries (Bul- 
garia, Czechoslovakia and the German Democratic Re- 
public) and the Soviet Union. The other three east Euro- 
pean countries (Romania, Poland and Hungary) recorded 
corresponding ratios of 80-85 per cent. Performance in 
this respect was below that in the previous year for most 
countries of the region. Industrial construction followed 
largely the same pattern; the respective ratios in east 
European countries lay between 85 and 90 per cent with 
the exception of Romania (70.4 per cent). Data for the 
Soviet Union are not available. 


(iii) Changes in employment and labour productivity 


The labour supply situation did not improve in 1979. 
Possibilities for mobilizing additional labour from the 
existing able-bodied population? have been completely 
utilized in previous years, and additions to the labour force 
in 1978 were largely due to the entry into employment of 
young people. Even these supplies have declined in recent 
years, due to the downward trend in population growth 
which started in the late 1950s and early 1960s in all coun- 
tries. A slowdown in the rise of the economically active 
population was common throughout the region, and in 
some countries virtually no rise has been recorded for 
several years (in Bulgaria and Hungary since 1976). New 
labour inflows just about offset retirements. Prospects 
for 1980 and up to 1985, at least do not suggest any 
notable improvement in this regard.* 


Data on the economically active population in 1978 
are available for all countries.® Participation rates (active 


3 Able-bodied population refers to male population between 15 
and 60 years old and to female population between 15 and 55 years. 


4 In the article “Where reserves are to be sought” Academician 
Aganbegyan stated that from 1980 onwards the growth in the 
population able to work will begin to decline sharply in the Soviet 
Union. In the period 1981-1985, the growth of labour resources 
is expected to be some 8 million lower than between 1976 and 1980 
(Trud, 19 January 1980). The corresponding increase in the latter 
period might be estimated at approximately 10 million people. 


5 They are taken from national statistical sources and, therefore, 
the statistical definitions and coverages are not completely uniform. 
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population as compared with total population) are high 
everywhere (see text table)—47-48 per cent in Romania, 
Hungary and Czechoslovakia, close to 49 per cent in 
Bulgaria and nearly 50 per cent in Poland. In the German 
Democratic Republic and the Soviet Union, they are over 
51 per cent. In 1979, the growth rates of the active popula- 
tion were 0.3 per cent in Romania, 0.4 per cent in Hungary 
and 0.7 per cent in Czechoslovakia. The other countries 
did not report, but most probably registered increases 
below 1 per cent. 


Labour participation rates in 1978 


Per cent of 


Thousands total population 


Bul arta ye. ora tay ce поете: 4 298 48.87 
@иеспоЗоуакта о #202 47.64 
German Democratic Republic 8 621 51.45 
Hungary see: те. ое. Жо. 5 069 47.37 
Polasid ем кое cnc ore 17 410 49.72 
Romania нь ебли 10 290 47.08 
SovietwUnloninn acre 06.5025, 131 672 50.39 

Census data 17/01/79 ....... 135 000 51.44 


Sources: National statistics. 


Some data are available on the relationship between 
employment and the countries’ able-bodied population as 


a whole. The most recent data refer to Hungary and’ 


Romania. In the first country, the participation rate for 
men was 83.6 per cent in 1978 and 69.4 per cent for women 
(78.4 per cent if those on maternity and child-care leave 
are included). The Hungarian Minister of Labour, who 
reported these data, considers that these rates cannot be 
further increased.* In Romania, the employed population 
has been estimated at 82 per cent of the country’s able- 
bodied population. Similar or even higher participation 
rates were reported for Czechoslovakia in earlier years: 
82.1 per cent in 1970, and 83.9 per cent in 1975.7 Another 
source indicates that in the German Democratic Republic 
87 per cent of the able-bodied female population was 
employed or under full-time education in 1977.8 The 
participation rate of employed workers together with 
students under full-time education was 77 per cent of the 
able-bodied population in the Soviet Union in 1960, but 
it reached 91 per cent in 1978.3 


In some countries of the region, additional labour 
resources have been sought by stimulating pensioners to 
work after reaching retirement age. A decree was adopted 
recently in the Soviet Union with a view to promoting 
this type of employment. In 1979, there were 47.6 million 
pensioners in the Soviet Union and two-thirds of them 
(almost 32 million) were past retirement age. In 1979, 


*F. Trethon, “Recent problems of labour management”, 
Partelet (Party Life), November 1979. 


?Т. А. Savranskaya, “Regulation of employment in the 
Czechoslovak SSR”, EKO, 1979, No. 9, p. 114. 


8 С. С. Shyutte, “Utilization of the labour potential in the 
German Democratic Republic”, EKO, 1979, No. 9, p. 105. 


° Е. Vorinin, “The country’s labour potential and its resources”, 
Sotsialisticheski Trud, 1979, No. 9, p. 75. 


Recent economic developments in eastern Europe and the Soviet Union 


5.5 million pensioners were employed, but most often 
worked a shorter day.?° 


A recent measure in the German Democratic Republic 
has increased annual leave by at least three days for every 
employee. This will reduce the annual fund of working 
hours by 1.45 per cent, equivalent to approximately 100 
thousand workers. 


During the first three years of the current plan period, 
no country in eastern Europe experienced an annual 
average growth rate of employment exceeding 0.9 per cent. 
Moreover, as mentioned earlier, employment in Bulgaria 
and Hungary in 1978 was the same as in 1975 (table 1.2). 
The biggest change took place in Poland, where employ- 
ment rose at an average annual rate of 2.2 per cent between 
1970 and 1975, and dropped to 0.9 per cent in the period 
under review. The German Democratic Republic was the 
only country where a slight acceleration in the growth of 
employment occurred: an average annual rate of 0.7 per 
cent between 1976 and 1978, as against 0.5 per cent in the 
previous quinquennium. A notable slowdown in the 
growth of employment characterized developments in the 
Soviet Union. The 1.2 per cent average annual growth 
rate was the highest in the region, but a great deal below 
the 1.8 per cent rate attained in the 1971-1975 period. 


In sum, labour has been a constraining factor on global 
economic development. Since the demand for labour 
cannot be met, increased labour productivity is the only 
way to maintain stable and dynamic growth. Trends in 
1979 showed the same pattern. However in some coun- 
tries reduced labour demand in 1979 was reported as 
an outcome of the slowdown in economic activity— 
particularly in the investment sector. 


Changes in the growth rates of employment in major 
sectors of economic activity, as shown in table 1.2, followed 
largely similar patterns in every country. Apart from 
Romania, the highest rates of employment growth in all 
other countries took place in the non-material sphere, 
which covers the major share of tertiary activities. This 
tendency was probably unchanged in 1979. The only 
available information, relating to Czechoslovakia, indi- 
cates that employment in the non-material sphere rose 
by 1.2 per cent, as against 0.4 per cent in the rest of the 
economy. On the other hand, agricultural employment 
during this period dropped considerably in all countries. 
The downward trend was most pronounced in Bulgaria 
and Romania, where the average annual decline was 
3.8 and 4.5 per cent respectively. Industrial employment 
was on the rise everywhere except in Hungary, where it 
recorded a.further decline of approximately 30,000 wor- 
kers in 1979. In the same year Poland experienced for the 
first time a negative rate of industrial employment (—0.5 
per cent) and a further decline of 0.3-1.2 per cent is anti- 
cipated for 1980. 


The most notable changes in the sectoral structure of 
employment took place in Romania and Bulgaria, due to 
the sharp drop in the farm labour force during the period 
1970-1978 (table 1.3). In Romania, the relative share of 
agricultural employment was reduced from 49.3 to 32.8 
per cent of the total, and in Bulgaria, from 35.8 and 25.2 
per cent. In the former country, transferred labour mostly 


*° For instance, those in industry worked a 30-hour week with 
full pay and were entitled to two months’ annual leave. The trend 


is towards shortening the working week and increasing the number 
of days of leave. 
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TABLE 1.2 


Employment in 1978 
(Indices, 1975 = 100) 


re et se 


Material sphere 


Country 


Total 


Non- 
Excluding material 
agriculture sphere Agriculture Industry 


SSS a ee eee eee eee 


Ва 99.4 
Czechoslovakia . 4ox7. .. 2... 102.3 
German Democratic Republic 102.2 
а ccvcrtoueteet state. 99.7 
Poland о ре ДИ и 102.7 
ROMAN a recy eee Vers cnesstons 101.4 
SovietsUinton а. 103.8 


101.7 106.6 89.1 103.3 
103.3 103.6 95 102.0 
101.9 105.7 97.5 101.7 

95.6 107.8 94.4 9 
101.9 110.3 101.1 102.3 
111.8 107.2 87.4 110.8 
107.0 107.0 94.5 105.7 


—_eee———— OO eee 


Source: National statistics. 


flowed into industry (the share of which in total employ- 
ment rose from 30.8 to 42.4 per cent); in the latter country, 
it was allocated between all non-agricultural activities 
including those located in the non-material sphere. The 
share of employment in the non-material sphere in fact 
rose everywhere, but remained lowest in Romania (12 per 
cent in 1978) and in Poland (13.4 per cent). The highest 
shares were in the Soviet Union (22.6 per cent) and the 
German Democratic Republic (20 per cent). In the German 
Democratic Republic, industrial employment attained the 
highest share (42 per cent), which is rather high compared 
with the industrial market economies. 


Trends in sectoral employment have in many cases not 
developed in accordance with planned requirements: 
shortages of manpower in some sectors, regions or enter- 
prises, were accompanied by excessive employment in 
others. According to reports from the labour placement 
offices in the RSFSR, about 2 per cent of jobs were vacant 
in 1978. On the other hand, research carried out by 
institutes in several large cities at enterprise level indicates 
the existence of quite large reserves of manpower—about 
10 per cent of the total labour force.1 The same source 
reported on the effects of over-manning at global level. 
The data, which refer to earlier years, found that workers 
and office employees totalled 94.1 million in 1971 and 
104.1 million in 1975. For those years, the planned level 
of employment, as calculated by the USSR Gosplan, 
should have been 92.7 million and 101.6 million employees 
respectively, which means a surplus of 1.4 million in 1971 
and 2.5 million in 1975. It was stated that the same trend 
has been observed in subsequent years. 

A situation similar to that in the RSFSR has been 
reported in the Byelorussian SSR, where in 1979, though 
total employment was short of the planned level by 10-11 
thousand, data for September indicated that a sample 
of enterprises of the Republic employed more than 50 
thousand workers in excess of established norms.1? 


The phenomenon of over-manning in industrial enter- 
prises has been one of the main issues of labour man- 


11 A, Myasnikov and А. Ananyev, “By skill, not by numbers”, 
Trud, 17 July 1979. 

12 Information provided by the head of the directorate of the 
Byelorussian State Committee for Manpower. 


agement in all the countries of the region. In the German 
Democratic Republic, as mentioned earlier, the share of 
industry in total employment can be considered as too 
high. After the reorganization of industrial enterprises 
and the creation of large combines (Kombinate), the 1980 
plan anticipates a redeployment of about 20,000 workers 
within the combines themselves. In Bulgaria, changes in 
the management of industry were introduced on 30 July 
1979; the new provisions include employment limits 
among the obligatory planning indicators at enterprise 
level. In Czechoslovakia, policies to restrict excessive 
employment have focused particularly on labour engaged 
in administrative activities. Administrative employment 
was reduced by 10 per cent by 1970, but increased again 
subsequently. In 1976 it was frozen at the level of 31 
December 1974. In 1977, employment limits were intro- 
duced into the plans. The 1980 plan envisages a 1 per cent 
reduction in the number of administrative workers. 
Hungary and Poland have set more ambitious targets in 
their national plans. Over the next few years, Hungary 
envisages cuts of between 5 and 20 per cent in administra- 
tive staff. In Poland, it has been agreed that the number 
of persons employed in administrative activities should 
be cut by 5 per cent in 1980 on a national scale. 


Labour policies in most countries have emphasized the 
need to redeploy labour resources. Almost everywhere 
there were more vacancies than job seekers. The most 
illustrative reference is given for Poland: in 1979 about 
10,000 people were looking for work on a national level, 
while available jobs amounted to 210,000 work р!асез.13 
Redeployment policies aim, first of all, to eliminate non- 
economic places of work and to regroup the workers 
involved. They refer not only to individual cases but also 
to those areas and enterprises where profitability is lower 
than average. Reductions in subsidies and the reform of 
wholesale prices envisaged in some east European coun- 
tries should speed up this process. It has been estimated 
that by transferring labour from inefficient, low pro- 
ductive units into newly built capacities, labour require- 
ments could be covered by as much as 40-50 per cent in 
Czechoslovakia. 


13 Speech of the First Secretary of the PUWP on 16 November 
1979, Trybuna Ludu, November 1979. 
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TABLE 1.3 


Employment 
(Percentage distribution, total = 1 00) 


———щ—щМщМщ——————————————_—_—_——_33————ж——д—д—д—ц—дцд—д——ддд—д———————д— 
Material sphere 


Industry and 
construction 


Agriculture 
forestry 


Excluding Non-material 


Country and period Total agriculture sphere 


ee See i Вы 8 ee ee ee ee SS SS Е 


Bulgaria 
1970 ив 86.9 
о ов Око 84.3 
1978 о ois penetrate 83.5 
Czechoslovakia 
1970S eee een 81.5 
1975 соевые 80.9 
А что 80.0 
German Democratic Republic 
о nts 81.2 
СЕ 81.4 
о ое 81.0 
Hungary 
19700 nc oS eS 84.8 
LOTS Soars ем 83.1 
1978) НЫ. ¢ 81.9 
Poland 
СКО ЕС Я 87.2 
5, лира 86.6 
1978 . nosthoeeren heres 86.6 
Romania 
О ОНО Morea 89.8 
1975, ке чад се 88.6 
1978 ие кре 88.0 
Soviet Union 
Оооо 79.6 
Е а еси Зе 78.3 
Вина О 77.4 


Source: СМЕА Yearbook 1979, рр. 441-443. 


The attention paid to reducing manual labour and the 
share of labour in ancillary industrial activities is also 
expected to improve the labour situation. For instance, 
the Soviet 1976-1980 five-year plan incorporates a switch 
of 2.2-2.5 million people from manual to mechanized and 
automated labour. By 1980, the share of mechanized 
labour should attain 65 per cent of industrial employment 
as against 58 per cent in 1975.14 But the number of people 
doing auxiliary jobs in industry accounted for half of all 
industrial production personnel in 1979.15 The same 
source reports that the share of mechanized labour in 
basic industrial production was 73 per cent, as compared 
with 29 per cent in auxiliary operations and even lower— 
22 per cent—in material handling. According to some 
estimates, a one per cent increase in mechanized labour on 
the national scale could save approximately 400 thousand 
workers. 


The problem of labour in agriculture, particularly 
shortages of skilled labour and the rapid deterioration of 


14 Ekonomicheskaya Gazeta, No. 48, 1978, р. 10. 


18 М. Aitov, “Not just by adding manpower”, Sovetskaya 
Rossia, 27 July 1979. 


51.1 13.1 35.8 38.8 
56.1 15.7 28.2 41.5 
58.3 16.5 25.2. 42.9 
62.9 18.5 18.6 46.7 
65.3 19.1 15.6 48.3 
65.5 20.0 14.5 48.1 
68.2 18.8 13.0 49.6 
ИО 18.6 10.1 50.9 
70.4 19.0 10.6 ыы 
58.4 15.2 26.4 43.2 
60.5 16.9 22.6 43.8 
60.2 18.1 21 42.8 
52.6 12.8 34.6 37.6 
55.8 13.4 30.8 39.8 
55.8 13.4 30.8 39.1 
40.5 10.2 49.3 30.8 
50.5 11.4 38.1 38.7 
55:2 12.0 32.8 42.4 
54.2 20.4 25.4 37.9 
55:5 214 22.8 38.0 
56.5 22.6 20.9 38.5 


the age structure, has been another area of policy concern. 
In the Soviet Union, about 90 per cent of migrants from 
the countryside are young people with secondary educa- 
tion. While this benefits industry, the effects on the quality 
of the farm labour force are not favourable. In Poland, the 
country with the lowest intensity of agricultural migra- 
tion, almost 1 million out of a total of something more 
than 3 million private farms are run by people with 
diminished productive capacity, most often because of 
advanced age. About 1 million farmers did not finish even 
primary school. When the new law on agricultural pen- 
sions comes into force in July 1980, a considerable in- 
crease may be expected in the retirement of older farmers. 
The 1980 plan provides for the transfer of 80 thousand 
workers from socialized sectors to service activities and 
private farming. However, measures were undertaken to 
speed up the programme of agricultural professional 
training: during the current five-year plan about half a 
million agricultural specialists should enter the agricul- 
tural labour force. 


Labour policies also aimed to strengthen labour disci- 
pline and to reduce turnover. The most comprehensive 
programme in this regard has recently been elaborated 
in the Soviet Union, and it was approved by the highest 
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Changes in social labour productivity # 
(Annual average percentage change) 


ere О ee 


1971-1975 


Plan 
1976-1980 1976-1978 1976-1979 1976-1980 


a ee ee ee 


Bulgaria seit sete custo 7.4 
Соесвотоуа а cron 4.9 
German Democratic Republic . 5572 
Нора cee 5 ke 6.2 
Poland ays Straw cote cone 7.4 
Romania еее 11.0 
SovietsUnionwy) а 4.1 


И» 6.8 6.6 6.3 
4.5* $) 3.2 3:2 
4.9* 3.6 3.5 3.6 
5.4-5.7 5:5 4.4 4.2 
5.9-6.1 4.3 2.7 2.4 
9.4*-10.4* 8.8 8.3 8.5 
See 4.1 3.4 3.4 


Sources: For 1971-1975 and the Plan 1976-1980, Economic Survey of Europe in 1976, part 11; for 1976-1978, 1976- 
1979 and 1976-1980, secretariat estimates based on national statistics, annual plan and plan-fulfilment reports, 

Note: The 1980 data refer to released plan targets and shares of social labour productivity in the formation of 
NMP and to Past percentage changes in employment in the material sphere. For the Soviet Union, it is assumed that 
produced and distributed national incomes will grow at the same rates in 1980. 


® Ratios of net material product to employment in the material sphere. 


political and State organisms at the beginning of 1980.18 
In the course of 1979, all countries of the region intro- 
duced new measures in the field of wage management in 
order to stimulate more efficient use of available labour. 
Introduction of labour-saving schemes on a large scale 
has been increasingly stimulated by new regulations on 
wage and incentive policies. 


All measures relating to labour management have had 
as a final objective the attainment of increases in social 
labour productivity. However, even during the preparation 
of the current five-year plan, it was admitted that the 
adverse effects of many factors influencing economic 
development might not be fully offset, and that a slow- 
down in social labour productivity growth would need 
to be allowed for (see text table). 


Recent trends indicate that the slowdown has been 
larger than envisaged. The downward tendency became 
more pronounced in 1979, and the average annual percen- 
tage change for the period 1976-1979 not only fell below 
the implied medium-term objectives, but also below the 
averages for the 1976-1978 period. Policies envisaged for 
1980 are not expected to reverse this tendency in Bulgaria, 
Hungary or Poland. If the 1980 planned targets are 
fulfilled, the tendency will be checked in Czechoslovakia 
and the Soviet Union, and a slight acceleration may take 
place in the German Democratic Republic and Romania. 


(iv) Changes in material inputs and efficiency 


One of the main objectives of policy measures in 1979, 
as in previous years, was to secure unbroken and timely 
deliveries of material inputs. But shortages of energy and 
fuel, certain raw materials, especially metals, spare parts 
and, in some countries, of agricultural supplies were not 
eliminated and indeed were even more acute than in the 
previous year. The deterioration in material supplies was 
a consequence of the domestic production difficulties and 
cuts in availabilities of deliveries from abroad noted 
earlier. In the short run, emphasis was placed on measures 


16 Decision “On the further strengthening of labour disci- 
pline and on reducing labour turnover in the national economy”, 
Pravda, 12 January 1980. 


to stimulate and promote more rational and economic 
use of all types of material inputs—especially of energy, 
fuel and metals. Even recently adopted long-term pro- 
grammes contain provisions relating to the conservation 
and rational use of energy and power in almost all coun- 
tries. In some of them, such as the German Democratic 
Republic, a general programme of economies in all sectors 
of the national economy has been operating several years 
already. Poland plans to embark on such a programme 
in 1980. 

Investment programmes are now giving highest priority 
to the development of domestic resources and the building 
of energy and raw material production capacities. This 
is the most important strategic orientation in structural 
policies, and its implementation should provide a basis 
for balanced and dynamic growth. Nevertheless, accord- 
ing to many references, these programmes have not pro- 
gressed sufficiently to reduce the strains in national ma- 
terial balances which have been aggravated by rapidly 
rising consumption in recent years and by restrictions 
imposed on supplies originating abroad. 

Few references have been made to the effects of policies 
designed to bring about the rational use of raw materials 
and energy resources and to stimulate reductions in 
material costs and costs in general. In Bulgaria, it has been 
reported that material costs were reduced by 1.42 leva for 
every 100 leva of commodity output in 1979. The total 
economic effect of this reduction was 550 million leva, 
an amount equal to 3.4 per cent of NMP in 1978. The 
plan for 1980 provides for further savings in energy and 
raw materials but detailed targets have not been an- 
nounced. In Czechoslovakia, reductions in previous levels 
of raw material and energy consumption in the period 
between 1976 and 1979 totalled 1.8 per cent.!” The 1980 
plan has called for further reductions in aggregate con- 
sumption of fuel, energy and raw materials, and for a 
1 per cent saving of fuel in power generation. Cuts in the 
consumption of ferrous metals are expected to provide 
savings of 3 to 3.5 per cent of the annual consumption of 


17 Most of the savings took place in 1979, since the reported 
figure for relative savings between 1976 and 1978 was 0.5 per 
cent. See Czechoslovak Economic Digest, No. 7, August 1979, 
p. 10. Saving in unit wage cost was 4 per cent in 1979. | 
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metal. The 1980 plan provides for fuel consumption 
limits and stipulates a reduction of fuel consumption 
norms for different types of vehicles.1® 


In the German Democratic Republic, the consumption 
of raw materials and energy per unit of output was reduced 
by an implied rate of 4 per cent in 1979.19 Between 1976 
and 1978, specific consumption of raw materials and 
intermediate goods per unit of output decreased by an 
average of 3.1 per cent. The 1980 plan provides for further 
cuts of 4.5-4.7 per cent. Targets have been set for a reduc- 
tion in the consumption of energy in industry (—5.0 per 
cent), of rolled steel in engineering (—6.8 per cent), of 
cement in construction (—2.0 per cent). Nevertheless, the 
relative decline in the consumption of raw materials and 
energy throughout the economy has not changed the 
share of so-called productive consumption (material 
inputs) in global social product; this share rose from 60.4 
per cent in 1970, to 61.6 per cent in 1975 and 62.1 per cent 
in 1979.2 


The recycling of intermediate goods and industrial 
waste has received considerable attention in the German 
Democratic Republic. Of 400 specific types of waste, 
amounting to an estimated 72 million tons annually, some 
27 per cent were recycled in 1979. For 1980, the volume 
of recycled materials is scheduled to increase by 4 per cent 
as compared with the previous year. 


In Hungary, various economy measures were taken in 
1978 and 1979. Their global effect was estimated at 2-2.5 
billion forints in 1979, or 0.4-0.5 per cent of NMP in 1978. 
In November 1979, a new programme incorporating 
significant changes in energy utilization was approved. 
During the period 1981-1985, the annual rate of growth 
of energy consumption is to be held below 3 per cent, 
compared with 4-5 per cent at present. The plan for 1980 
foresees a 5 per cent reduction of energy consumption 
in the State sector. Enterprises are to prepare individual 
conservation plans, which should save fuel equal to 470 
thousand tons of oil in global terms, while in 1979, enter- 
prises were expected to meet their production plans 
without increasing fuel consumption. 


No data on raw materials and energy savings were 
released for Poland in 1979. In the Government report 
on the energy situation submitted to the Polish Sejm in 
October 1979, the situation in the production of electrical 
energy was qualified as “difficult and complicated”. The 
Government was forced to introduce limits on supplies 
of electrical power, but a substantial deficit persisted 
throughout the year. This resulted from disproportions 
between the existing capacities of power stations and the 
capacities in operation. During peak periods, the supply 
to consumers was generated by plant with a rating of 
18,000 MW, while total generating capacity was 25,000 
MW. Capacity equivalent to some 7,000 MW was thus 


18 As a result of the increase in petrol prices in August 1979, 
sales of petrol dropped by 17 per cent between August and Novem- 
ber. Petrol consumption in business transport fell by 70 per cent 
in the first 11 months of 1979, and was expected to fail by a further 
20 per cent. 


19 Tt has been reported that for industrial production under the 
management of the central ministries, consumption of the main 
raw materials rose by 1.3 per cent, and commodity production 
by 5.3 per cent. 


Die Wirtschaft, No. 12, 1979, p. 22. 
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permanently out of production, partly because of planned 
repairs and also because of unforeseen breakdowns. For 
1980, new limits were introduced in the use of fuel and 
energy as part of a general programme of economies in 
all sectors of the economy. Limits were placed on the 
consumption of coal, coke and electricity, liquid fuels 
and gas for each enterprise, which will be reviewed quar- 
terly. The plan for 1980 provides for cuts in the material 
costs of industry and construction which should have a 
global effect of 23 billion zlotys. Cost reductions in 
industry are targeted at not less than 0.4 per cent, of 
which cuts in material costs should amount to —1.2 per 
cent. In construction, the cost reduction is set at —0.8 per 
cent. 


In Romania, the amount of material cost savings in 
industry was estimated at 5.2 billion lei in 1979, or around 
0.7 per cent of gross industrial output in the previous 
year. The share of material costs in gross industrial output 
fell slightly from 68 per cent in 1970 and 1975 to 67.7 per 
cent in 1979. The 1980 plan calls for a 7 per cent reduction 
in the consumption of primary energy per unit of national 
income in order to improve the country’s energy deficit. 
Moreover, a series of measures to reduce oil consumption 
was enacted in July. At the 12th Congress of the Romanian 
Communist Party in November 1979, a long-term pro- 
gramme for energy research and development was adopted. 
The attainment of self-sufficiency in energy by 1990 is one 
of the major objectives of that programme. Finally, in 
December, the State Council approved a decree on the 
recovery and re-utilization of waste raw materials, and 
plans for their recycling are to be worked out at all 
administrative levels from the enterprise upwards. The 
creation of a new industry has been envisaged with a 
view to recommissioning spare parts, sub-assemblies and 
products. 


There was a very pronounced emphasis on the need to 
economize raw materials and energy in the Soviet Union 
in 1979. Developments in supplies of material inputs 
generated considerable difficulties in the performance of 
individual production units. Shortages in supplies of 
major raw materials, such as iron, steel, rolled metals, 
certain types of non-ferrous metals, mineral fertilizers and 
some chemical products were reported. Difficulties also 
arose in the supply of energy during the winter period. 
Reference has been made to shortages in the supply of 
spare parts needed to maintain equipment in industrial 
enterprises and in agriculture (especially tractors). Trans- 
port shortcomings contributed a great deal to those 
difficulties. Many initiatives were ‹аКеп to improve the 
use of raw materials and energy by reducing their con- 
sumption in relative terms, but it seems that the effects 
remained rather marginal. Global data relating to the 
changes in material costs in 1979 have not been released 
for the economy as a whole. 


During the first three years of the current five-year 
period, a NMP rise of 2.4 billion roubles was reported as 
a result of decreases in material intensiveness.2! This 
amounts to a reduction in material costs equivalent to 


approximately 0.2 per cent of NMP produced during 
that period. 


21D. Shmelev, “To discover and utilize reserves more fully”, 
Planovoe Khozyaistvo, No. 1, 1980, p. 43. 


General developments 115 


о он NS 


Soviet Union: changes in costs per unit of industrial commodity production 
(Kopecks per rouble of output) 


SE a ne ei ca a pa ЕСО В оО о ee ее виарьЫ 


1975 1976 1977 1978 1975-1978 
И gee ee a И ЕТО ЕЕ 
Invcurrent prices неа 0.8 0.9 0.2 —0.1 1.8 
In prices comparable with the preceding year —0.7 0.1 —0.3 —0.4 —1.3 


——»м»ы»ы—ыЫдд„/—'————/ 


Source: Narodnoe Khozyaistvo SSSR у 1978 g, Moscow 1979, p. 136. 


Data on changes in industrial profitability may provide 
some indication on trends in 1979 and planned policies 
for 1980.2? In 1979, industrial profitability rose by 1 per 
cent as compared with the previous year, while industrial 
output went up by 3.4 per cent. This implies a relative 
rise in total costs—to 88.1 per cent of gross output as 
compared with 87.8 per cent in 1978—and also in material 
costs.23 The 1980 plan called for a 9.1 per cent rise in 
industrial profitability as against a 5.7 per cent target 
rate for gross output. This implies a planned rise in the 
rate of profitability (to 12.3 per cent of gross output as 
against 11.9 per cent in 1979), and a relative decrease in 
total costs of 0.4 percentage points (to an 87.7 percentage 
share). Additional profit, totalling about 2 billion roubles 
for the whole economy (equivalent to 1.7 per cent of 
profits in 1979), has been planned as a result of further 
savings in material resources. Other statistical data for the 
period 1975-1978 show changes in costs per rouble of 
industrial commodity production (see text table above). 


Continuous increases during that period were recorded 
in the fuel industry (where the cumulative increase was 
4.6 per cent), ferrous metallurgy (3 per cent), building 
materials (2.1 per cent) and the timber and paper industry 
(2.9 per cent). Most probably these tendencies continued 
in 1979. 


In the report on policy orientations for 1980 submitted 
to the session of the Central Committee of the CPSU 
held in November 1979, the Secretary General, having 
outlined the progress achieved in developing the economy, 
referred to difficulties in the performance of the metallurgy 
and mechanical engineering, agriculture and transport 
sectors related to problems of material supply, notably 
to the size and regularity of deliveries.24 It was decided 
that a long-term comprehensive programme for the devel- 
opment of transport should be elaborated. A special 
commission was set up to determine effective ways of 
solving the energy problem. A new policy approach was 
designed for metallurgy and mechanical engineering. As 
far as agriculture is concerned, a long-term programme 
for agricultural supplies was elaborated in July 1978 and 
is already in operation. 

No reference was made to shortages or difficulties in 
deliveries in agricultural supplies in the course of 1979. 
Crop production in 1978 was excellent by historical 


22 Ratio of profits to the value of productive fixed assets and 
working capital in current prices. 

23 The relative share of material costs in total cost, ОЕ 
amortization was 80.4 рег cent, and excluding amortization 73. 
per cent in 1978. Narodnoe Khozyaistvo SSSR v 1978 g, Moscow, 
1979, p. 137. 

24 Prayda, 28 November 1979. 


standards in all countries of the region and grains and 
feedstuffs were imported in quantities large enough to 
make good insufficiencies in domestic supplies, especially 
in relation to the livestock sector. However, prospects for 
1980 do not look favourable. First of all, a notable drop 
in crop production, and an even larger fall in output of 
grain, was recorded in a majority of countries in 1979. 
Increased imports of grain will therefore be needed in 
Czechoslovakia, the German Democratic Republic and, 
in particular, in Poland and the Soviet Union. This will 
entail additional pressures on hard-currency resources and 
on foreign credits. For trade and development policies 
in general, the consequent intensification of these pressures 
will certainly not favour the implementation of planned 
targets. Moreover, recent developments in the world 
political situation have made the import of grains from 
western countries uncertain, at least as far as the Soviet 
Union is concerned. 


As mentioned earlier, no systematic data or references 
are available for assessing the global effects of measures 
introduced to reduce raw materials and energy con- 
sumption. One possible method of estimating trends in 
this regard is to compare changes in the relationship 
between NMP and gross social product over time. When 
NMP is expressed as a percentage share of gross social 
product, a rise in the share implies a reduction in material 
с0515.25 Data in the text table on the next page show index 
numbers of changes in the share of NMP for the whole 
economy, and for net and gross industrial production, 
for selected bench-mark years.?® 


The ratios relating to the economy as a whole are either 
virtually constant or show some downward trend in all 
countries but Romania. In that country, an increase in 
the share of NMP was recorded during the whole period 
between 1970 and 1978. One cannot escape the impression 
that during this period policies to restrain the rise in 
material costs were successful, and their level per unit of 
social output remained approximately constant in all 
countries. However, they did not succeed in bringing 
down materials consumption to the extent of reducing 
material costs per unit of social output. In industrial 
production, the pattern varied between countries. A 


25 Material costs, in fact, include amortization. Since this item 
does not change markedly in relative terms, however, changes in 
the share reflect largely the dynamics of material inputs, notably 
raw materials and fuel and power, where notable shifts can occur 
in the short term. 

26 Annual fluctuations in agricultural production and also the 
price structure of agricultural products in most countries do not 
allow even a rough estimate of these trends in agriculture. It is 
self-evident that in the years when a declihe in crop production 
has been recorded, it should lead to a considerable decrease in 
the ratio. 
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Changes in the ratio of net material product to gross social product 
(Indices: 1968-1972 = 100) 


ВКР ИЕР ЕЕ Ee 


Total economy Industrial production 


1970 1975 1978 1970 1975 1978 
bP Pot ee | р ee eee НЕЕ ЕЕ Е ЕЕ 
Вана a nce cae soe tc shee 100.0 100.2 99.8 100.5 102.2 114.4 
Czechoslovakideeeer reer 99.8 99.8 98.5 101.0 98.1 94.1 
German Democratic Republic .. 99.9 97.3 96.1 102.5 97.9 97.5 
Hungary. 42 costo пи 100.0 100.4 99.4 99.7 105.2 106.7 
Poland® See ee ee 98.6 97.1 94.9 99.4 100.9 99.3 
Romania.) aces eee eee 99.2 102.6 103.8 99.3 104.7 101.2 
Soviet) Unione pense eee oe 100.7 97.5 98.7 100.4 102.1 103.9 


Source: As for table 1.1. 


Note: Data are not completely comparable between countries because of differences in coverage of the two 
macro-economic aggregates and in particular of differences in the definition of material costs. 


decrease in the share of material costs was recorded in 
Bulgaria (very pronounced after 1975), Hungary and the 
Soviet Union. The other four countries experienced a 
relative rise, which in the case of Romania occurred only 
in the later period (see also charts 1.2 and 3.2). 


In all countries of the region, fixed assets have been 
the most dynamic factor in economic development during 
the 1970s. It can be seen from table 1.4 that fixed assets 
in the material sphere rose more rapidly everywhere than 


tendency persisted in all countries of the region including 
the German Democratic Republic and Hungary. No 
detailed reference has been made as to the likely effect 


TABLE 1.4 


Changes in NMP and stocks of fixed assets 
Undices; average for 1968-1972 = 100) 


for the total economy, which reflects the fact that the Fixed assets 
dominant share of resources has been allocated for invest- Сони ня period NMP Total Material sphere 
ment in the material production sphere. A high degree 
of stability in the growth of fixed assets as a whole and of 
that part in their total allocated to the material sphere is B/garia 
common to all countries of the region (see chart 1.1). This 1976.1... sees e sees 155.0 $57.8 eas 
tendency was noted already in last year’s Survey, and т чары an ie a 
developments in 1978, and most probably in 1979, were о : ‘ ь 
similar. Trends relating to fixed assets seem to be of a Czechoslovakia 
longer-term character and have not been disturbed by ee НЙ can ee ron 
fluctuations in national production or in the supplies of ha ieee! 149.0 152.1 158.1 
material inputs. They may be influenced to a great degree = ыы ь } ; 
by abrupt changes in the completion of investment pro- ea " pista hag 
jects or to the policy related to the write-off and replace- drs 134.8 128.7 139.9 
ment of worn out and technologically outdated assets. ани 141.9 134.2 147.6 
No reference has been made to such changes at over-all 19780( Чон Ф И 140.1 155.6 
policy level. The age structure of fixed assets may have Н 
improved in recent years, the share of assets less than five 6-5 138.8 139.7 154.3 
years old having been on the rise due to intensive invest- ОА Зета ОНО 148.2 165.2 
ment activity in all countries up to the middle of the 19784. oben pede van 155.7 156.6 173.3 
decade and in some cases beyond. РОО 

As a consequence of the slowdown in NMP and of TSTOMU Sed ie tenes 165.4 141.5 160.2 
continuously rising fixed assets, capital efficiency (the LOTT wo. eee cece e es 173.7 152.1 175.9 
ratio of NMP to fixed assets) has declined. In chart 1.2, 1978 и нннньь: 178.9 163.1 191.9 
this tendency is represented by upward trends in capital- Romania 
output ratios (COR, the inverse of capital efficiency) for 1976 «ен нннньь: 182.1 172.3 187.6 
the whole economy and for the material sphere as well. 1977 ее ененне 198.5 189.1 205.4 
After 1976, the rapidly increasing indices show а worsen- 198 ete vee ee oe 213.2 204.6 227.4 
ing in capital efficiency in all countries of the region with Soviet Union 
the exception of, the German Democratic Republic and 1976 ........ sense, 141.0 156.0 162.6 
Hungary. In both countries a slight improvement has 1977 ее еееньнь. 147.3 166.8 175.4 
been recorded in relation to the whole economy, though Te aie ae aa he SSS Hens 


capital efficiency in the material sphere alone deterior- 
ated somewhat. It is most likely that in 1979 a downward 


Source; National statistics. 
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of future policies to reverse these trends and to improve 
capital efficiency, with the sole exception of Romania: 
the efficiency of fixed assets in Romanian industry is 
planned to attain 1,200 lei of output per 1,000 lei of fixed 
assets (COR equals 0.83) in 1980 and 1,400 to 1,500 lei 
by 1985 (COR between 0.67 and 0.71).2” 


Capital intensity—the indicator relating fixed assets to 
employment in the material sphere—shows steep in- 
creases. Its movement in recent years exceeded the rise 
in social labour productivity everywhere in the region 
(see text table below). 


Changes in the ratio of stocks of fixed assets to employment (A) 
and of net material product to employment (B) in the material 
sphere in 1978 

(Indices, 1968-1972 = 100) 


A B 
Bulgarta ees ot ores ts Be ER 198.9 174.9 
Gzechoslovakia reine ee. Shae Ae 148.2 139.6 
German Democratic Republic ............ 157 143.2 
а ро: асом ль 183.4 156.7 
Е ор ee 170.0 158.5 
ОА о ое занье а 223.6 209.7 
О а 171.4 140.1 


Source: National statistics. 


These relative movements imply not only steeply rising 
fixed assets per employee, but also rising capital costs per 
unit of output. The impact of other, non-capital “residual” 
factors contributing to the rise of labour productivity has 
not been large enough to compensate for declining capital 
efficiency. Thus, the divergence between the trends in 
capital intensity and labour productivity has widened as a 
consequence of the less than proportionate effect of 
increasing fixed assets on economic efficiency. All in all, 
these movements suggest a kind of factor-extensive growth 
based not on a rise in labour intensity but on increases 
in capital intensity. Recent trends in investment expen- 
ditures are the best indicator of the limits of this type of 
economic growth. The stock of fixed assets cannot be 
enlarged enough to maintain the relative increase of 
labour productivity and of economic activity in general 
at the rates attained in the past. 


It should be borne in mind that the rise in fixed assets 
should also involve an improvement in the technological 
quality of the capital stock as a whole. Nevertheless, it 
appears that the actual effects of improved “embodied 
technology” have remained below that which might be 
expected, given the assumption of higher potential effi- 
ciency of new fixed assets in relation to the existing stock. 
The role of non-investment factors in technological pro- 
gress (innovations in know-how and in management, for 
instance), which are of decisive importance in activating 
the potential capacities of fixed assets, does not seem to be 
large enough. This appears to be a principal reason for 
the fact that economic development, as shown above, has 
become more costly in terms of investment requirements. 


27 Gh. Oheanu and H. Pincas, “Efficiency of fixed assets”, 
Revista econdédmica, 16 March 1979, No. 11, р. 3. 


Policies to raise economic efficiency have been primarily 
oriented to promote and stimulate technological progress, 
in a manner which enhances the role of residual factors 
and accommodates them to the technical features of fixed 
assets. Success in this respect enables gains in labour 
productivity to be achieved at a lower level of capital 
intensity and consequently provides a basis for dynamic 
growth. Nevertheless, constraints on the implementation 
of such technological policies have been too tight to 
prevent any reversal of trends in capital intensity and 
labour productivity growth. 


(v) Policies promoting technical progress 


As in previous years, measures to promote technica! 
progress held a prominent place in development policies 
in 1979. Most often, they were related to activities started 
in the preceding years, but the scope of innovative actions 
was broader in the year under review. Increasing atten- 
tion was paid to the co-ordination of different components 
of the technical complex and to more rapid implementa- 
tion of achieved results. Therefore, changes in the man- 
agement and planning of technical progress were intro- 
duced in most countries in the course of 1979. 


Few data are available on the effects of technical innova- 
tions on the national economy as a whole or on economic 
performance in major sectors. In the German Democratic 
Republic, for instance, the application of science and 
technology contributed 90 per cent of the increase in 
labour productivity as compared with 55 per cent in 1975 
according to one recent геЁегепсе.?8 In most countries, 
these effects were not considered satisfactory: lagging 
performance in the technical progress component of im- 
proved economic efficiency was frequently referred to as a 
main factor in the slowdown of economic expansion in 
1979. Since other factors, such as the supply of human and 
material inputs are largely limited, stable and dynamic 
economic growth can only be sustained by increasing the 
efficiency with which these factors are used, which, in 
turn, directly depends on the successful application of 
progressive technologies.” Thus, the main orientation of 
technical policies approved in previous years and also of 
those adopted in the annual plans for 1979 remains 
unchanged. The plans for 1980 envisage the continuation 
of largely identical policies. 


It seems that past experience in the organization, man- 
agement and planning of technical progress has demon- 
strated in the first instance that the pace of advance has 
not been fast enough, and that the level attained has lagged 
in relation to the needs of economic deyelopment in 
rapidly changing conditions. Hence, the insistence on 
accelerating technical progress has become more pro- 
nounced. Moreover, it has been evident that policies and 
measures promoting technical progress as a whole and in 
all its individual aspects cannot increase its efficiency to 


28 Report of G. Mittag at the Session of the People’s Chamber 
of the German Democratic Republic, Neues Deutschland, 
22 December 1979. 

29 This type of thinking has been accepted almost as an economic 
axiom and has provided a basic policy option for global develop- 
ment strategies in all countries of the region. For instance, in 
Czechoslovakia the resolution on economic development in 1980 
adopted at the 14th session of the Central Committee of the Com- 
munist Party of Czechoslovakia in December reads: “the funda- 
mental method of increasing efficiency is by accelerating and 
increasing scientific-technological progress”. 
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the level needed to maintain dynamic growth unless a 
global orientation of a long-term character has been defined. 
Thus, in recent years, increased concern about the global 
problems of technological progress in a long-term per- 
spective has arisen in all countries of the region. In Bul- 
garia, the session of the Central Committee of the Bul- 
garian Communist Party in July 1978 dealt with the 
acceleration of some strategic trends in scientific and 
technological progress in that country. In Czechoslovakia, 
the Federal Parliament, at its October 1978 session, 
approved the State technical development plan for 1979 
after having reviewed the problems of scientific and 
technical progress. In the German Democratic Republic, 
a State plan for socialist rationalization for 1979 was 
adopted for the first time. In both countries, the change 
in the system of planning by singling out technical progress 
into a specific plan underlines the need for a complex 
approach in treating the issue. In October 1978, the 
Polish Sejm adopted a programme for the further strength- 
ening of the role of science in the economic and social 
development of that country. More recently, in November 
1979, the 12th Congress of the Romanian Communist 
Party approved the final version of a programme for 
scientific research, technological development and tech- 
nical innovation for 1981-1990, and the main guidelines 
until 2000. At the same time, a long-term programme and 
guidelines for research and development in energy were 
adopted. It was reported in October 1979 that in the 
Soviet Union, elaboration of a complex programme for 
scientific and technical progress up to 2000 was in its 
final stage.®° The basic form of planning the development 
of science and technology has been the five-year plan 
following recent changes in the system of national plan- 
ning. At the level of the national economy the medium- 
term plan will provide primarily for a solution of strate- 
gically important scientific-technical problems. 


The choice of major policy orientations in research and 
technical innovation has been determined, in the first 
instance, by the options chosen for economic and social 
development in each country. Both research and innova- 
tion require a long-term horizon. Work on long-term 
perspectives in these fields has been very intensive in 
recent years and has been linked with the preparation of 
global policy orientations for the 1980s and, in a more 
detailed form, for the period 1981-1985. Thus, it can be 
expected that in the course of 1980, work will be terminated 
in every country for the period up to 1990 and in some 
areas up to the end of the century. As mentioned earlier, 
Romania adopted such programmes in November 1979. 


This complex and goal-oriented approach to technical 
progress will have, and has already had, a decisive impact 
not only on the choice of strategic options but also on the 
organization of management, training and planning in this 
field. The organization of scientific-production associa- 
tions has been under way in all countries. In the German 
Democratic Republic, the formation of combines (Kom- 
binate) in industry has been making good progress. By 
1980, 129 of them will be in operation in industry and 
construction; they will account for 88 per cent of the 
industrial production of the German Democratic Repub- 
lic and will concentrate 90 per cent of research and 
technological development capacity.*! In the Soviet Union, 


8° У. Ivanchenko and A. Sobrovin, “Management of scientific- 
technical progress”, Voprosy ekonomiki, No. 10, 1979, p. 127. 
31 Einheit, No. 9-10, 1979, р. 938. 
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a decree was passed on the formation of a single fund for 
financing the development of science and technology at 
the level of branch ministries.2? Increasing attention has 
been paid to the programme orientation of the Academy 
of Sciences and scientific research institutes. In 1980 the 
transition to the cost accounting system will be completed 
in research, design, development and technological organ- 
izations, experimental organizations, and in the scientific 
production and production associations (enterprises) of 
industrial ministries.** 

The choice of policy orientation implies an option 
between domestically generated and imported scientific 
and technical innovations. Imported technology has 
certainly helped in speeding up the process of technological 
reconstruction of the national economies of the region, 
but by far the greater part of this reconstruction was 
based on the region’s own resources. From the point of 
view of economic development, this work is linked first 
of all with investment activities, with technological innova- 
tions in the organization of production processes, and 
with changes in the assortment of goods included in pro- 
duction programmes. Investment priorities indicate also 
the main sectors where the introduction of new machines 
and technologies has been followed through most inten- 
sively. In most countries, a significant share of investment 
resources has been allocated for reconstruction, re- 
equipment, rationalization or modernization of existing 
capacities alone. The provisions of the Hungarian invest- 
ment programme, which specifies that no large new 
investment projects will be started in 1980, indicate that 
virtually all resources are to be allocated for the improve- 
ment of productive capacities in existing enterprises. In 
Bulgaria, this part of investment in the material sphere 
amounted to 67.4 per cent in 1979 and the plan for 1980 
sets a target of over 70 per cent. In the Soviet Union, the 
share of investment designed for technical reconstruction 
and re-equipment alone amounted to 20 billion roubles 
which represents an estimated 23 per cent of investment 
in the material sphere in 1979. The sum of 18.4 billion 
roubles has been set aside under the 1980 Plan for the 
same purpose. In the German Democratic Republic, the 
share of so-called rationalization investment in total 
branch investment reached more than 75 per cent in the 
engineering industry and more than 70 per cent in the 
light and food-processing industries in 1979. The trend 
everywhere has been towards increasing the share of 
investment in equipment and machinery. 


The allocation of investment resources by major econ- 
omic sectors and especially by industrial branches indi- 
cates the main priorities in technical reconstruction. For 
instance, a relatively high share of the investment allo- 
cated to agriculture and the food-processing industry in 
several countries of the region is destined to speed up the 
reconstruction process. If one takes into account all the 
specific recipient areas for priority attention in this 
respect—mechanization, agro-chemicals, electrification, 
breeding programmes, land improvement and the like— 
the intensity and comprehensiveness of technological 
reconstruction in agriculture is of impressive scope. 

The most dynamic shifts have, however, taken place 
in the structure of the industrial branches. From the point 
of technological progress, engineering has occupied the 


32 Ekonomicheskaya Gazeta, No. 39, 1979. 
33 Pravda, 29 July 1979. 
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central place. In all countries, the reconstruction of 
engineering has been under way for some years. The 
major objective has been to promote the output of tech- 
nologically up-to-date equipment, machinery, installa- 
tions, and other investment goods produced by the engin- 
eering industries. (For detailed analysis of the consequent 
shifts in allocation patterns, see sections on industry and 
investment.) Information referring to the long-term 
development programmes for the next decade suggests 
that the reconstruction of engineering and industry in 
general will continue, and its. major orientations will 
remain unchanged. As yet, only Romania has approved 
a long-term development programme with a strategic 
Sie ase completely in line with the description given 
above. 


The outlines of the Soviet development programme over 
the same period have been reported recently.34 They 
envisage radical shifts in capital investments and in the 
utilization of investment funds in favour of the following 
top priority sectors: electronics (including data pro- 
cessing), computers (with a view to introducing automa- 
tion of computer technology on a larger scale throughout 
the national economy), energy (with emphasis on nuclear 
energy, coal liquefaction and intensified research in 
nuclear fusion), new applications of various advanced 
technologies such as lasers and powder metallurgy, and 
the development of new types of catalysts. In agriculture, 
special attention will be given to the development of new 
plant hybrids, the development of new breeds of livestock, 
up-to-date microbiological techniques for the production 
of proteins and new types of farm machines. 


The orientation of technological innovation in eastern 
Europe follows a similar pattern of priorities. Everywhere 
electronics and energy-related technologies have been 
accorded special emphasis. Depending on the main line 
of specialization in electronics in individual countries, 
emphasis has been placed variously on computer and 
data-processing equipment, industrial robots, semi- 
conductor equipment, micro-processors, and instruments 
and equipment for automation. For instance, in Czecho- 
slovakia, a new Federal Ministry for the Electrotechnical 
Industry has been established, which started work at the 
beginning of 1980. А target-oriented long-term pro- 
gramme for the development of the electronic industry 
up to 1990 was approved in 1979 in that country. 


The international component of technical progress has 
become significant; scientific and technical co-operation 
between the countries of the region has been very much 
intensified during the current quinquennium. The insti- 
tutional framework of international economic relations, 
especially developments within the CMEA framework, 
have added a new dimension to the promotion of technol- 
ogy. The choice of technical innovation will henceforth 
be considered in relation not only to the domestic require- 
ments of economic development but also to the prospects 
for exporting technology goods. Given the increasing 
importance of the latter aspect, the criteria for allocating 
resources (human, material, financial) depend to a great 
extent on decisions which clearly cannot be separated from 
over-all strategy with regard to the sectors and stages of the 
scientific-technical cycle upon which available resources 
should be concentrated. 


34 у. Kotel’nikov, Ekonomicheskaya Gazeta, No. 35, 1979. 
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Increasing activity in scientific and technological co- 
operation has been noted between the countries of the 
region since 1971, the year when the complex programme 
for economic integration within the CMEA framework 
was adopted. Since that time, about 90 multilateral co- 
operation agreements have been signed and 56 co-ordi- 
nating centres created. Some of these contracts were 
linked with the CMEA international associations such as 
Interatominstrument, Interelectro, Interatomenergo, In- 
tertextilmash.**> While between 1964 and 1970 about 
1,500 projects of a theoretical and applied research char- 
acter were finalized for scientific and technical co-opera- 
tion between CMEA countries, they amounted to more 
than 14 thousand in the period 1971-1978. A co-ordinated 
programme for multilateral measures promoting the 
economic integration of the region for the period 1976- 
1980 was worked out. It covers 17 priority technological 
problem areas. According to the source, about 400 scien- 
tific research projects were already terminated in 1976 
and 1977. They provided designs for new equipment and 
machinery, products and technologies. In more recent 
years, scientific and technical co-operation was given 
the most important place in the long-term target-oriented 
development programmes adopted at the CMEA sessions 
in 1978 and 1979. At present, the highest priority has been 
placed on technological innovation in fuel and energy 
saving, where a special programme of scientific and tech- 
nical co-operation has been in effect since 1976.36 


Other fields of co-operation have involved technical 
innovations in the complex utilization of timber, in 
metallurgy, in the development of welding technology and 
in the methods for protecting metal against corrosion. 
Problems of the protection of the environment and of 
rational use of natural resources have been co-ordinated 
within a special programme in operation up to 1980. The 
programme specifies 160 major topics, classified into 
12 major orientations. In the production of computers 
14 models of unified systems of computers and mini- 
computers have been designed. Special attention has 
been paid to the creation of an international system of 
scientific and technical information. Up to now 19 branch 
and seven specialized international information systems 
have been put into operation. They are linked with more 
than 170 national information institutions in the CMEA 
countries. With respect to the further development of 
multilateral co-operation, emphasis has been placed on 
the harmonization of links between scientific-technical 
and economic co-operation and between multilateral and 
bilateral co-operation. 


Transfer of technological innovations between the 
region and western countries, has to a great extent been 
linked with trade in machinery and equipment. Occasion- 
ally, during the 1970s deliveries of complete plants 
(turnkey projects) have taken place, particularly in chemi- 
cals, steel and the motor industries. New forms of transfer 


35 [. Savelova, “The CMEA member countries in world tech- 
nology trade” Vneshnaya Torgovlya, No. 1, 1980, p. 30. 
36 The most impressive are the construction of the world’s 
largest thermo-nuclear installation “Tokamak-10” and of an 
industrial experimental nuclear power station using technology 
based on high speed neutrons. An outstanding achievement in 
research on direct transformation of energy was the construction 
of an experimental industrial installation based on the MHD 
generator of 25 MW capacity. For the information in this para- 
raph see D. Gellen, “On the paths of scientific-technical progress”, 
Ekonomicheskaya Gazeta, No. 27, 1979. 
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have become more important in recent years. These in- 
clude, first of all, intergovernmental scientific and tech- 
nical agreements, which provide a general framework for 
specific agreements or transactions. By 1978 about 250 of 
these had been concluded and most of them were of a 
long-term character (10-15 years). Industrial co-operation 
agreements, in most cases, have been related to co-produc- 
tion and specialization. The great majority were concluded 
in the engineering and chemical industries. For instance, 
in 1978 the Hunico-op foreign trade office for co-opera- 
tion in the engineering industry concluded contracts 
between 115 Hungarian and 90 foreign enterprises, and 
prepared others for signing in 1979. It has been reported 
also that the main objective was to improve the structure 
of production, modernize technology and increase exports. 


Trade in licences, another form of technology transfer, 
has become more significant since 1978. In Hungary, the 
purchase of licences almost doubled in value terms between 
1975 and 1978.37 Two-thirds of the total value of licences 
purchased were concerned with the engineering industry. 
It is reported that this trend has accelerated in 1979. In 
Hungary increases in licence purchases may bring the 
share of production under licence to about 10 per cent 
of industrial output. At the end of 1978 a new decree was 
passed which increased the powers of the National 
Technical Development Council.*8 


In Bulgaria, over 50 million foreign currency leva were 
allocated in the State budget for 1979 for the purchase of 
licences from the west. In Czechoslovakia, purchases of 
licences from the west have also increased since 1978. 
It has been estimated that the share of production under 
licence amounted to 4.7 per cent of total industrial pro- 
duction. Inputs of machinery and equipment needed to 
start production under licence has exceeded by several 
times the value of the licence fees themselves. In Poland, 
licences purchased amounted to more than $600 million 
during the 1970s. Production under licence has been 
close to 5 per cent of industrial output in 1978, a figure 
similar to that reported in Czechoslovakia.®® It seems, 
however, that less licences were sought in 1979, and that 
emphasis was placed on speeding up the use of already 
acquired licences. The restrictions in import transactions 
imposed for balance-of-payments’ reasons also affected 
the purchase of licences. As in Czechoslovakia, the import 
cost of equipment related to licence acquisitions exceeded 
the value of the licence fees in Poland; indeed, the licences 
themselves accounted for only 8 per cent of total expen- 
diture in this connexion, purchases of the associated 
imported machinery accounting for 92 per cent of the 
aggregate value of such transactions. This may be one 
reason for the fact that of licences bought in 1978, 35 per 
cent were not brought into production as scheduled. On 
the other hand, 25 per cent of purchased licences were 
found to have had a considerably smaller economic effect 


37 
Hungary: licence purchases in million forints 


National economy Engineering 


of which: of which: 
non-socialist non-socialist 
Total countries Total countries 
ооо 398.6 351.4 264.9 250.9 
9. 732.4 701.9 464.2 451.7 


Source: Népszabgdsdg, 8 August 1979. 
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3 Trybuna Ludu, 22 March 1979. 
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than anticipated. These facts were reported in 1979 during 
the session of the commissions of the Polish Sejm which 
dealt with the issue of licences. Moreover, it has been 
estimated that 80 per cent of all products manufactured: 
under licence contained imported components to a value 
of half the total costs of the products.*® 


In the Soviet Union, licences purchased from the west 
accounted for some 5 per cent of over-all imports of 
western goods. A western source considers this figure as 
roughly in line with the world-wide ratio of technology- 
to-merchandise trade.“ Difficulties in assimilating and 
diffusing imported technology in the Soviet Union were 
reported. In a recent review of the experience of a United 
Kingdom company, lead times required for the acquisi- 
tion, installation and bringing into operation of imported 
machinery in the case of 26 turnkey projects in the Soviet 
Union was three and a half to four years longer than 
compared with western Europe.*? The cost of the assimila- 
tion process was increased by the significant extra expenses 
involved in recruiting and training qualified manpower, 
expensive repairs, difficulties in providing spare parts and 
also of certain material inputs which are not produced 
domestically and which must be imported and paid for in 
foreign сиггепсу.“3 АП this points to a dilemma with 
regard to the efficiency of technology transfer, and in 
particular of licences, in relation to the development of 
the national economy.‘ The new situation in world 
politics and the recent decision of the United States to 
impose an embargo on high-technology exports to the 
Soviet Union will most probably entail a reassessment of 
policies relating to technological transfer. Clearly, how- 
ever, the underlying problem is not confined only to the 
Soviet economy. 


(vi) Developments in foreign trade and over-all 
economic growth 


Efforts to redress foreign trade imbalances particularly 
with the western industrialized market economies (east- 
west trade), had a decisive impact on trade policies in 
1979. This policy objective is not a novelty but, as export 
and import trends in the preceding year did not follow 
the planned pattern, policies and objectives were more 
exacting in this regard. In 1978, the trade deficit of the 
east European countries taken together rose only slightly 
(by $0.3 billion) in global trade. However, the deficit on 
trade with western countries rose by considerably more— 
by almost $ 1.3 billion, an increase of over 40 per cent as 
against 1977. In the Soviet Union, the surplus on global 
trade in 1978 fell back by almost $ 2.7 billion. Policies in 
1979 were designed to act upon trade deficits by promoting 
exports and applying more selective import policies. 
Preliminary data on global trade, and returns for the 
first nine months in trade with western countries, suggest 
that the policy departures have had a marked effect on the 
trade of both eastern Europe and the Soviet Union (see 
text table). 


“° Trybuna Ludu, 20 February 1979. 

“1 Business Eastern Europe, No. 42, 19 October 1979. 
“2 Business Eastern Europe, No. 3, 18 January 1980. 
43 Voprosy Ekonomiki, No. 4, 1979, pp. 92-93. 


“4 The limited success of the intensive and large-scale efforts 
to purchase technology to bring about the expected results during 
this decade, has recently been the subject of discussion in the east 
European countries. 
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Trade balances: - 
(Million US dollars) 


SS 


Trade with the industrialized 


Global trade market economies 


Eastern Europe Soviet Union Eastern Europe Soviet Union 


1977.. —6 237 4 239 —3 087 —1 790 
1978.. —6527 1 569 —4 350 —2 278 
1979... —5000 5 200 —2 466 4 SSPE 


Source: As for table 6.1. = Nine months. 


Among the east European countries, only Romania 
recorded an increase in its trade deficit, both in global and 
also, most likely, in east-west trade. Hungary and Poland 
cut down their deficits in global trade considerably (to 
35 and less than 60 per cent respectively of their levels in 
1978), but they also recorded the lowest growth rates of 
NMP. (For detailed analysis see section on foreign trade.) 


Considerable reduction in the trade deficits led to a 
relative decline in resources available for final domestic 
consumption, not only at global level but even more 
pronouncedly at sectoral levels. This hindered the normal 
operation of those production sectors and industrial 
branches which are most dependent on imported inputs 
which could not be replaced, at least not in the short run, 
by domestically produced substitutes. The consequent 
disruption of supply has probably generated new imbal- 
ances and disproportions, and exerted a negative influence 
on the economic performance of the larger production 
complexes and even on the national economy as a whole. 
As far as capital goods (especially machinery and equip- 
ment) and licences are concerned, import policies cer- 
tainly slowed down the pace of technological innovation. 
Hence, the role of the foreign trade element in promoting 
economic growth has been weakened to a great degree 
by such trade policies, while the trends in the trade flows 
themselves seriously restricted the full operation of 
available production capacities in some sectors and coun- 
tries. Account must also be taken of price increases in 
foreign trade. For the east European countries, a deterio- 
ration in the terms of trade has aggravated the supply 
situation at home, since in volume terms relatively less 
goods were imported and more were exported. 


Extensive imports of grain by some east European 
countries and the Soviet Union has led to a reallocation 
of already limited financial resources or to increased 
foreign indebtedness. A large part of the Soviet trade 
deficit with western countries is accounted for by the 
import of grain originating in countries outside western 
Europe. The Soviet Union has, in fact, recorded an 
increasing surplus in trade with western Europe since 
1976. (See text table below.) 


Soviet trade balances with western Europe 
(Million US dollars) 


—————ы—ы—ы—ы- 


1979 
1976 1977 1978 (nine months) 
рии 
334 562 1122 1 845 


ee 


Source: As for table 6.1. 


Developments in the financing of trade: with western 
countries were probably of decisive importance for the 
countries of the region in formulating the trade policies 
described above.*® The east-west balances of trade and ' 
payments have changed considerably compared with the 
early 1970s. In 1973 and 1974, the aggregate deficit of 
eastern Europe and the Soviet Union on current account 
amounted to an estimated $2.7 and $3.4 billion respectively 
and included modest financial flows related to the service 
of east European and Soviet foreign debt (interest and 
repayments). But in 1975 the deficit jumped to $8.8 billion 
and the importance of debt service payments became 
bigger in relation to total flows. The management of trade 
finance came to the fore and was given first rank signifi- 
cance in the countries’ global economic strategies. In 
subsequent years, growth of the over-all deficit was cut 
back by reductions in annual trade deficits, but, at the 
same time, the net service deficit was rising steeply. In 
1978 this tendency was reversed as eastern policies towards 
imports were relaxed somewhat. But more restrictive 
policies had to be introduced in 1979; they reduced the 
deficit on current account to $5.2 billion while the deficit 
on merchandise trade fell to its lowest level since 1975 
(a decrease of almost 30 per cent as against 1978). On the 
other hand, the deficit in net services reached its highest 
figure—almost three times as big as in 1975—+eflecting 
largely the increased financial commitments needed to 
service foreign debt. In such a qualitatively new economic 
situation, foreign economic relations and especially 
foreign trade, could not and did not remain unchanged 
compared with the preceding quinquennium. While in 
the earlier period foreign trade flows on a much smaller 
scale promoted to a greater or lesser degree the rates of 
over-all economic expansion and helped to build up pro- 
duction capacities which depended exclusively on imported 
supplies in most countries, the pattern of relationships 
after 1975 was reversed.** Policies to redress imbalances 
in financial and trade flows have become more demanding 
in terms of resources, not only because of the enlarged 
scale of foreign transactions, but also because of conti- 
nuously increasing foreign debt. The increase in the 
region’s economic potential has not been sufficient to 
generate resource outflows on the scale required without 
some slackening of over-all economic expansion. Such 
tendencies have been apparent in all countries of the 
region in the course of 1979. 


(vii) Trends in the allocation of resources 
for domestic use 


Trade trends resulting from policies to restructure trade 
imbalances have, therefore, led to a pronounced fall in the 


45 Complete data on financial and payments flows are not 
available. The ECE secretariat has produced an estimated balance 
of payments of the industrial market economies with eastern 
Europe and the Soviet Union (table 6.7). The data used in the 
analysis do not include Japan. 

46 In a lecture delivered in Vienna, the general director of the 
Hungarian Trade Chamber reported on the dependence between 
the growth of NMP and imports from the west. He stated that an 
increase of 3 to 4 per cent in NMP would require a 4.2 to 5.6 per 
cent growth rate in imports from the west into Hungary. For an 
increase of 5 to 6 per cent in NMP, the required growth rate of 
imports would be 10-12 per cent, Neue Ziircher Zeitung, 18 Decem- 
ber 1979. In 1979, Hungary recorded a decline of 5 per cent in 
imports on the dollar account. 
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TABLE 1.5 


Changes in distributed net material product 
(Annual percentage change) 


a АНИ a a Е Е 


Consumption * 


Net capital formation 


NMP 
Country and period distributed Total 


Personal 


Net fixed 
capital 
formation 


Changes 
in 
stocks 


Social Total 


EEE Oe 


aria 
Е а 0.7 6.4 6.5 6.1 —11.0 — 14.2 —3.2 
Зо О 72.7 5.9 6.7 4.2 —7.0 —3.8 —13.7 
О В С 5.5 5.2 5.4 4.8 —7.9 5.0 —38.4 
1979 оз. весь 9.2% 
Czechoslovakia 
Cy ах 31 3.4 2.8 4.9 ile7/ 2.5 —2.4 
а aire out 1.6 3.6 2.8 6.1 —4.5 9.1 — 56.1 
Тр: Der, 3.4 3.6 3.0 0.5 itl —2.7 
1): Ms ees ae 0.5* 4.4* 
Plan 1980 ...... 2.2 
German Democratic 
Republic 
bE Nek rier nas cers 5:7 4.8 4.3 ale 8.8 6.3 25.1 
о 4.8 4.7 4.4 6.5 5.0 4.5 7.8 
о Besar 1.4 3.5 3.1 3.5 —4.5 —2.0 —32.8 
1979 9p, ее Sh or 
Hungary b 
Тоба, 1.2 2.1 1.6 51 —1.4 —12.7 80.3 
Ооо 6.2 4.6 4.7 3.7 11.1 —0.1 150.4 
1978 “ое 10.0 4.9 3.6 13.3 23.8 10.5 167.9 
Ра. —1.0 2.5-3.0 ae az —8.0* —5.0* —15.0* 
ось —6.0 2.0* 2.5-3.0 125% —25.0* —11.0* —35.0* 
Plan 1980 ...... —1.0 1.0-1.5 —4.0* —(2.5-3.0)* —6.0* 
Plan 1976-1980 4.2-4.6  3.9-4.2 5.0-5.5* or 54 
Poland 
1STOME ое 7.0 8.9 8.7 9.8 S37 0.7 16.5 
Тосты: 2 6.8 6.6 7.8 —5.3 4.3 —40.0 
а 0.7 17) 1.0 5.4 —1.4 —3.3 10.2 
Рап 1979...... 1.0 ре 4 7.6 a af 
1979 Е ares Ss —3.0 3.0 3.0 4.0 —14.0 —46.5 
Plan 1980 ...... 1.0-1.3 6 = 
Plan 1976-1980 . 4.8 
Soviet Union 
1976 херь. 5.0 5.0 6.9 
т aa 555 4.6 3.5 
а 4.0 5.1 2:7 
Plan 1979 ...... 4.3 
Тот 2.0 
Plan 1980 ...... 4.0 
Plan 1976-1980 . 4.7 


Source: As for table 1.1. 


® Data for personal consumption refer to consumption of the population. Data for social consumption. refer 
only to the consumption of material goods by institutions meeting the collective needs of the community as a whole. - 


> Including changes in work in progress. 


growth rate of national income distributed in recent years; 
since 1976 these rates have been below the rates of growth 
in produced NMP in most countries of the region. Planned 
targets and actual growth rates of distributed NMP 
released in a few countries confirm that the same trend 
continued in the course of 1979 (table 1.5). 


In the east European countries these relative movements 
indicate continued progress to eliminate global trade 
deficits. Resources for final domestic use have diminished 
in relative terms and approached more closely the level 
of home-produced output (see text table). In the Soviet 
Union, the tendency of distributed NMP to decline rela- 


tively to produced NMP was even more marked, having 
been linked with an increasing surplus in global trade and 
also, at the same time, with a cut-back in the trade deficit 
with the west. 


In brief, the internal and external global allocation 
policies described above could not, taken together, pro- 
vide the material and financial basis for a steady pace of 
over-all expansion, without an improvement in economic 
efficiency at the national level to neutralize the restrictive 
effects of the relative decrease in domestic supplies. This 
condition was not fulfilled in recent years, particularly 
in 1979. 
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Relative rise of NMP, produced and distributed, consumption and net capital formation in 1978 
(Indices, 1975 = 100) 


eS 


Consumption Net capital formation 

NMP то of Ratio of 

oO column column 

Produced Distributed 3 I 5 

(0) с ООО (ye aoe ay 

a ee БЕРНИ < МЫ AD: Fee WER eta: И 
Bulgaria ... еее неее, 119.6 108.6 118.5 99.1 76.2 63.7 
Слесво$]оуаЮа-;........ 2112.9 107.6 110.8 98.1 98.6 87.3 
German Democratic Republic 113.0 112.3 113.6 100.5 109.1 96.5 
AUN GAT Yas eens. aie ne 115.6 118.2 112.0 96.9 135.6 117.3 
Hun gary:oee ae а. 117.0 111.1 114.3 97.7 108.5 92.7 
Poland Dette eect ee eee eens 115.5 110.7 118.3 102.4 95.9 83.0 
SovietiUnion!) с. 116.0 113.0 115.4 99.5 113.6 97.9 

Source: As for table 1.1. а 1975-1979. 


With regard to final domestic use, a shift in favour of 
consumption compared with 1971-1975 was envisaged in 
the current five-year plans of most countries. The only 
exceptions were Hungary—where the share of consump- 
tion was scaled down—and Romania, where the plans an- 
ticipated an unchanged share. In most countries, medium- 
term targets for consumption were set at around 75 per 
cent of distributed NMP, though in Romania it remained 
slightly lower at some two-thirds of distributed NMP. 
These targets reflect the high priority given to consump- 
tion, both personal and social, and their fulfilment was 
expected to provide material and financial resources 
for the implementation of ambitious long-term рго- 
grammes to improve the well-being of the population, 
—more specifically, by increasing supplies of consumer 
goods, improving the services supplied to the population, 
by enlarging housing programmes, and by raising wages, 
social benefits and pensions. Actual trends in the course 
of 1976-1978 followed largely the orientation written into 
the medium-term plans. The relative share of consump- 
tion in most countries developed closely in line with, or 
even outstripped, the five-year targets. The most radical 
change occurred in Poland, where the share of consump- 
tion increased by about 10 percentage points between 1975 
and 1979. A considerable shift was also recorded in Bul- 
garia—almost 8 percentage points between 1975-1978 
(table 5.6; for detailed analysis see section on consumers’ 
incomes and supplies). 

The over-all growth rate of consumption was held 
slightly below that of produced NMP, except in Poland 
and—though to a lesser extent—in the German Demo- 
cratic Republic. Its growth exceeded the rise in distributed 
NMP in all countries, however. These relationships were 
disturbed in Hungary in 1978 as a result of developments 
in foreign trade. Distributed NMP rose by 10 per cent 
as compared with roughly 4 per cent in the case of pro- 
duced NMP. Developments in 1979 brought the relation- 
ship between the respective economic aggregates in 
Hungary more into line with the pattern common for all 
other countries (see text table above). The data shown 
in the table confirm that allocation policies succeeded in 
keeping the relative rise in consumption within desirable 
limits in relation to produced NMP in most countries. 
Policy thus tended to slow down the rise in consumption 
in global terms. ; 

A noteworthy shift in allocations to net capital forma- 
tion also took place, the growth in its volume lagging 


behind consumption growth in relation to the previous 
quinquennium. Such developments contributed to a 
slowdown in over-all expansion in subsequent years, a 
trend which was reinforced by some diversion of output 
towards exports. Data on changes in stocks, and in par- 
ticular on the structure of stocks, are not complete enough 
to assess their impact on over-all expansion. With the 
exception of Hungary, stocks were reduced in 1978 in all 
other east European countries as compared with the 
situation at the end of 1975. Occasional references to 
variations in the level of stocks and in their management 
do not give the impression that any change of particular 
relevance to the pace of global developments in 1979 took 
place in that year in relation to previous periods. 


' Policies to improve the situation in consumer markets 
did not apparently give satisfactory results in 1979. The 
slowdown in industry, and particularly in the consumer- 
goods industry, reductions in consumer-goods imports 
and more restricted agricultural supplies in some coun- 
tries were largely responsible for the slowdown in retail 
trade turnover recorded in most east European countries; 
only in Bulgaria did retail trade expand vigorously. Some 
acceleration in growth was reported in the Soviet Union. 
Frequent references have been made, however, to diffi- 
culties in supplying the population with fuel and power, 
and also to shortages of consumer durables, furniture, 
building materials, and in some countries to difficulties in 
meat supplies. These largely reflected structural shifts in 
the pattern of consumer demand in favour of higher 
quality consumer goods, generated by the growth in 
incomes. These developments also result from the slow 
adaptation of consumer-goods industries to changed 
consumer needs and preferences. It is true great attention 
has been paid to implementing the long-term develop- 
ment programmes for consumer-goods production spe- 
cially prepared in most countries. For instance, in the 
Soviet Union two such programmes have been approved 
recently, the first directed towards the manufacture of 
consumer goods, and the second to the development of 
consumer-oriented services. Moreover, a long-term pro- 
gramme for co-operation in the production of industrial 
consumer goods was approved at the 33rd session of the 
CMEA, held in July 1979. 

Policies related to consumer prices, based in several 
countries on the principle of maintaining stable prices at 
whatever cost, did not help to alleviate imbalances on 
consumer markets. Disregard of the rapidly changing 


124 


conditions of resource availability further distorted a 
pattern of already unbalanced demand. Even in Hungary, 
which makes provision for periodic planned price reviews 
for many groups of consumer goods, a trend towards 
increasing subsidies was not reversed. The budgetary cost 
of subsidies rose from 15 billion forints in 1968 to more 
than 40 billion in 1978; the latter figure was equivalent to 
more than 10 per cent of total budget expenditures in 
that year. In the German Democratic Republic and 
Poland, subsidies amounted to between 15 and 20 per cent 
of budget expenditures. The first significant steps to 
relieve this burden were undertaken in the course of 1979. 
All countries in the region except the German Democratic 
Republic, raised the prices of many consumer goods— 
particularly fuel and power. Consumer prices in Bulgaria, 
Czechoslovakia, and Romania rose by 2.5-4.0 per cent— 
more than in the three preceding years together. In Poland 
and Hungary the respective indices rose by around 6.5 
and 9 per cent; for the 1976-1979 period, the aggregate 
rise amounted to 26 and 24 per cent respectively in these 
two countries. In all countries, price increases were fully, 
or to a large degree, compensated by rises in incomes, 
social benefits and pensions. 


Real incomes and real wages rose in all the countries 
between 1976 and 1979 by rates considerably lower than 
those in the previous five-year period. In a few countries, 
reported rates were close to zero in 1979. Prospects for 
reversing these trends in 1980 are not good and the annual 
plans for the year called for more modest relative growth 
in incomes in a majority of the countries. The Hungarian 
Minister of Finance, referring to the prospects for 1980 
and “probably a few years afterwards” stated that “all 
we shall be able to afford is to maintain the standard of 
living already achieved on a society-wide basis. An in- 
crease in the efficiency of economic activity is a precon- 
dition for maintaining the standard of living”.*’ 


(viii) Policy objectives for 1980 


As mentioned earlier, the low level of economic expan- 
sion in 1979 is considered as largely the result of an 
exceptional combination of growth-inhibiting factors and 
circumstances. The unforeseen nature of some of them, 
as well as lack of resources, precluded timely and effective 
intervention. The annual plans for 1980 are based on 
expectations that the conditions of economic development 
will revert to the pattern of a “normal” year such as 1978. 
In several countries, target rates for the growth of NMP 
have indeed been set slightly below the 1978 actual rates. 
This reflects, first of all, a continuation of policies to 
maintain stable rates of growth in the long-run, and also, 
an evaluation of the difficulties which might impede a 
speedy recovery after the setbacks of 1979. 


For the region as a whole, the implied target rate of the 
growth of NMP for 1980 is slightly higher than 4 per 
cent—the same as 1978.48 This is almost twice as high as 


47 Népszabadsdg, 21 December 1979. (Speech of the Hungarian 
Minister of Finance submitted to the winter session of Parliament.) 


48 The difference of 0.5 percentage points with respect to the 
rate in 1978 in table 1.1 is due to a disparity between the growth 
rates of distributed and produced NMP in the Soviet Union (4 
and 4.8 per cent). Since the target rate for produced NMP has 
not been released for 1980, the Posies planned growth of distri- 
buted NMP has been used for the calculation. The 1978 rate was 
4.1 per cent according to the same methodology of computation. 
See table 1.1 in the Economic Survey of Europe in 1978, part I, 
chapter 3, p. 73. 
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the 2.4 per cent aggregate rate actually recorded for the 
region in 1979. 

The east European countries and the Soviet Union 
taken together envisage an acceleration in over-all expan- 
sion. Bulgaria is the only exception: the target rate of 
growth has been scaled down to 5.7 per cent, compared 
with a 6.5 percentage rate in 1979. In Czechoslovakia and 
Hungary the respective targets have been set at rates 
below 4 per cent, but they nonetheless imply some ассе]- 
eration in economic performance. The biggest acceleration 
is foreseen in Poland (around 3.5 percentage points); the 
target increase of roughly 1.5 per cent, however, is still 
the lowest in the region. The German Democratic Repub- 
lic and Romania have opted for accelerated expansion 
at rates exceeding 1978 performance. The Soviet plan 
calls for a 4 per cent increase in distributed NMP. The 
targets in the Byelorussian and Ukrainian SSRs indicate 
a significant step-up in NMP growth—to 7 and 3.5 per- 
centage points as compared with 1979. 

For 1980, industry is scheduled to accelerate its growth 
performance, but only by 1 percentage point in relation 
to the historically low 1979 rates of expansion. It seems 
that the expected pace of industrial advance has been 
limited in the first instance by the low level of perform- 
ance in 1979, and more specifically by the growing 
constraints in labour and material input supplies experi- 
enced in that year. Since no radical improvements in that 
regard can be expected in 1980, target rates have been set 
below the levels attained in 1976-1978. For the region 
as a whole, the implied 4.7 per cent rate of industrial 
growth for 1980 is below the average achieved (more than 
5 per cent) during the first four years of the current plan 
period. For the east European countries taken together, 
the implied target rate amounts to 5.2 per cent. This rate 
is considerably increased by the very ambitious growth 
target of 11.4 per cent stipulated in the Romanian plan, 
which is the highest Romanian target retained during the 
current quinquennium; growth rates of this magnitude 
were, however, in fact achieved in both 1976 and 1977. The 
much lower implied target rate for the east European 
countries excluding Romania is estimated at some 4.2 per 
cent or less than 0.5 percentage points higher than the 
1979 target. The effect of growth-inhibiting factors on 
industrial performance is clearly, therefore, considered to 
be of decisive importance—much more so than in the 
Soviet Union. The acceleration in the growth rate envis- 
aged by the Soviet plan is 1.1 percentage points as com- 
pared with 1979. Two countries—Bulgaria and the 
German Democratic Republic—foresee some slowdown 
in industrial expansion in relation to 1979. The three other 
east European countries—Czechoslovakia, Hungary and 
Poland—have stipulated target rates close to an increase 
of 4 per cent; this is higher than in 1979, but about one 
percentage point below performance in 1978. 

Agricultural production in all countries of the region is 
scheduled to attain record levels (see text table on page 127). 
Bulgaria and Romania, the two countries with record 
farm output levels in 1979, also plan considerable in- 
creases: 3.7 per cent in the former and between 5 and 
6 per cent in the latter country. The most ambitious 
agricultural output growth target (8.8 per cent) has been 
set in the Soviet Union. The plan for the Ukrainian SSR 
is even higher (10.1 per cent), whereas the Byelorussian 
plan calls for a more modest rise (5.8 per cent)—in spite 
of a reported decline of 5.8 per cent in 1979. 


Plan targets by major agricultural sectors have been 
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released only by Czechoslovakia and Hungary. In both 
countries, crop production is planned to rise by more than 
10 per cent. The planned rise in animal production is less 
than 0.5 per cent in Czechoslovakia, while Hungary has 
opted for a slight decline (—0.3 per cent). High rates of 
growth in crop production, together with much more 
modest rates of increase for animal production are, most 


probably, characteristic of the plans of the other countries 
in the region. 


Annual plans for 1980 do not envisage any considerable 
change in global investment policies in relation to previous 
years in most countries. As shown earlier, priorities in the 
allocation of resources have been granted to non-invest- 
ment uses with the aim of redressing imbalances in 
foreign trade and payments while maintaining or stepping- 
up the share of consumption. The possibilities for invest- 
ment expansion are consequently rather limited. Invest- 
ment spending scheduled for 1980 does not suggest much 
buoyancy in this sector of demand except in Bulgaria. In 
most east European countries, the biggest expansion took 
place in 1977; since that year a downward tendency has 
predominated, which appears likely to continue into 1980 
(table 4.1). Only in Bulgaria has the trend been markedly 
at variance with this pattern. In that country, a new 
upsurge is scheduled for 1980 with an investment pro- 
gramme amounting to 7 billion leva. After two years of 
slower growth in investment spending, Czechoslovakia 
has planned the same rate of expansion (2.4 per cent) as 
achieved in 1979. The German Democratic Republic and 
Poland have opted for zero growth. In the former coun- 
try, this continues the decelerating tendency which has 
characterized the whole period since 1976, but in the 
latter, zero or near zero growth will be superimposed on 
to an estimated 10 per cent reduction which occurred 
in 1979. 


Similarly, if less drastically, the volume of investment 
spending in Hungary is scheduled to fall by 4-5 per cent 
in 1980, compared with a fractional decline in 1979. After 
three years of booming investment in Romania, with a 
peak rate of 16 per cent growth recorded in 1978, a 
slowdown was targeted for 1979. In the event, the level 
of investment fell below planned levels in that year though 
the 5 per cent rate growth recorded was the highest in 
eastern Europe; the plan for 1980 envisages an expansion 
at a rate slightly below 5 per cent. 

In the Soviet Union, investment expansion in volume 
terms attained its peak in 1978 (6.1 per cent), but it 
slowed down to only 1 per cent in 1979. This was one 
billion roubles less than the planned 132 billion roubles. 
For 1980 an objective of 135.5 billion roubles has been 
laid down. The actual increase will probably be higher 
than planned, since existing stocks of domestic and im- 
ported equipment will be reduced by putting into opera- 
tion a proportion of them amounting to 22 billion roubles 
—equal to almost half of investment in machinery and 
equipment in 1978.* 

The developments in investment spending and in over- 
all economic growth (NMP) planned for 1980 will not 
lead to any notable change in the trend of increasing 
ICORs which has been apparent throughout the current 
five-year period. A decrease—and then only slight—in 


49 In 1978, the total value of investment in machinery and equip- 
ment was 46.6 billion roubles. 


the aggregate ICOR is likely only in the German Demo- 
cratic Republic on the basis of current plan targets for 
1980, but even at that level it will considerably exceed the 
ratio implied by current five-year plan targets. Trends in 
ICORs during the 1976-1980 period clearly show that 
the rise in NMP has become increasingly expensive in 
terms of investment expenditures everywhere, and that 
the factor/output balances underlying the current five- 
year plans have been fundamentally disturbed. 


In this situation, two policy options are open to plan- 
ners: either to increase investment spending and to 
maintain the planned pace of NMP growth—an option 
which has become increasingly difficult to maintain due 
to the resource constraints described earlier; or to keep 
investment within the planned limits and to accept some 
slowdown in over-all expansion. Past experience shows 
that actual developments have followed the second course. 
Undoubtedly, a rise in investment efficiency would im- 
prove the underlying relationships determining global 
economic outcomes, but probably not to such an extent 
as to reverse the general tendency generated largely by 
shifts in structural policies to increase the share of invest- 
ments in the energy complex (coal in particular), agricul- 
ture and the non-material sphere (especially housing 
construction). 


As in the previous year, emphasis is placed on the 
concentration of investment in key projects. This assumes 
a reduction in the over-all number of projects. A total of 
600 new projects has been scheduled for 1980 and 1981 
in Bulgaria, as compared with around 1,000 in 1979. In 
Czechoslovakia, new construction projects will be cut 
by 20 per cent in 1980. In the German Democratic Re- 
public, 450 new projects had originally been planned, but 
they have been reduced to 250 in the final plan decision. 
Hungary envisages no new large-scale project starts in 
1980, and reference has been made to the necessity of 
completing nine major projects already in progress. In 
Poland, planned cut-backs in global investment have led 
to a reduction in the number of new projects: 150 envis- 
aged by the central plan and 108 by local plans. Among 
them, 24 projects have been classified as “exceptionally 
important”. It is expected that such cut-backs will reduce 
the labour force in industrial construction by nearly 
40 thousand workers. Romania also anticipates a reduc- 
tion in the number of projects: to 670 as against 761 in 
1979. References in the Soviet Union frequently underline 
the need for reducing the number of new construction 
starts. 


Developments in the foreign trade of the east European 
countries and the Soviet Union have been influenced by 
trends on world markets, and more especially by condi- 
tions for trade with the west. East-west trade turnover 
now accounts for approximately 30 per cent of the total 
trade of the region (in US dollars) but in fact it is of great 
importance not only for the development of trade as a 
whole, but also for the over-all economic performance of 
every country in the region. Explicit references have been 
made in this regard in the statements introducing the 
annual plans for 1980 in most countries. All agree that an 
improvement in the situation of the world economy 
cannot be expected in the near future, and that many 
uncertainties persist. Specifically, oil supply constraints 
and tensions in international political relations have 
undoubtedly contributed to the much more cautious 
approach to trade prospects in 1980. 
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The long-term tendency towards increasing dependence 
on foreign trade to ensure desired levels of economic 
performance and growth has been accompanied by the 
appearance of imbalances not only in trade, but also in 
domestic production and consumption structures. In 
some countries, as shown earlier, the smooth operation of 
some domestic economic sectors has been disturbed, 
which has largely contributed to the slowdown in over- 
all expansion. Nevertheless, trade policies applied in 
previous years cannot easily be discontinued given the 
financial obligations carried over from the past (foreign 
debt), and also the constraints imposed by current per- 
formance. The adaptation of domestic structures to the 
new external situation in general will perhaps last longer 
than currently expected, given the direction of present- 
day developments in the world economy. 


These factors, of decisive importance for foreign trade 
in the course of 1980, have been taken into account in 
setting the targets for trade with the west and trade in 
general. Given the complex and uncertain situation with 
which they are faced in these respects, three countries 
of the region have opted for similar foreign trade objec- 
tives according to the rather fragmentary reported data 
available. The German Democratic Republic, Hungary 
and Poland aim to maintain or even to accelerate slightly 
the relative growth of trade in 1980. In the German 
Democratic Republic, the target rate for trade turnover 
has been set at the same level as in 1979 (12 per cent). 


In Poland, the 1980 target for total trade turnover, at 
9.1 per cent, is only slightly higher than the estimated rate 
of 8.9 per cent in 1979. Although the change in the target 
for total turnover is minor, the Polish targets for imports 
and exports show some modification in policy objectives: 
an increase in the rate of import expansion (8 per cent 
as compared with 6.3 per cent in 1979) and a slowdown 
in exports (10.9 per cent as against 12.2 per cent). The 
reported targets for Polish east-west trade are a 10 per 
cent increase in exports and 2 per cent in imports, which 
are designed to cut the corresponding deficit for 1980 to 
0.3 billion dollars (as compared with 0.7 billion reported 
for the first nine months in 1979). Hungary is the country 
where the growth rate of trade turnover was lowest in 
1979—estimated at something more than 4 per cent. This 
was due to a considerable divergence between export 
growth (13 per cent increase) and import performance 
(3 per cent decline). Target rates for 1980 have been 
reported only for Hungary’s trade with CMEA countries 
and for east-west trade; trade turnover is targeted to rise 
by 5 to 6 per cent in the former case, whilst in the latter 
the plans aim at a decrease in export growth (from around 
15 per cent in 1979 down to 10 per cent) and of import 
growth (from roughly 5 per cent to 1-2 per cent). If these 
targets are fulfilled, the total trade turnover of Hungary 
would expand at a rate slightly below 5 per cent. 


Bulgaria, Czechoslovakia, Romania and the Soviet 
Union, have anticipated a marked slowdown in trade 
turnover for 1980. For Bulgaria, the target rate has been 
set at 7.5 per cent (as compared with an 11.4 per cent 
increase in 1979). In Romania, the target rate of 14.8 per 
cent is below the 19.1 per cent increase recorded in 1979. 
In Czechoslovakia global indicators have not been re- 
ported but a target of 10 per cent has been set for exports 
to the non-socialist countries (compared with around 
15 per cent in 1979) and 6 per cent for the corresponding 
import flow (15.5 per cent in 1979). A slowdown is also 
envisaged for trade with CMEA member countries— 
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from around 9 per cent in 1979 down to less than 7 per 
cent for 1980 in terms of total turnover. These develop- 
ments in trade by major regions would lead to a slowdown 
in total Czechoslovak exports (7.8 per cent as against 
10.3 per cent in 1979) but to an even more pronounced 
decline in imports (6.6 per cent as against 11 per cent). In 
terms of total trade turnover, the implied target amounted 
to a rate slightly above 7 per cent for 1980, as against 
a 10.8 per cent increase in 1979. No detailed information 
is available on planned developments in Soviet trade. 
The 4.7 per cent increase targeted for global trade turn- 
over is far below the increase of around 13 per cent 
recorded in 1979. For the region as a whole, the tendency 
to cut back rates of trade expansion will dominate; the 
estimated implied target rate of 7.5 per cent for trade 
turnover is considerably smaller than the 11-11.5 per cent 
increase estimated for 1979. 

As underlined in the Economic Survey of Europe in 
1978, part I, the elements of a new policy orientation were 
adopted in the course of that year in most countries of the 
region. Emphasis was placed on policies seeking to solve 
long-term economic development issues with a view to 
preparing the conditions for stable, balanced and dynamic 
growth in the longer term.5° The investment provisions 
in the annual plans for 1979 already reflected shifts in 
priorities in favour of longer-term problems. Foreign 
trade policies in several countries indicated a radical 
break with past developments based on heavy trade 
deficits. Developments in the course of 1979 were not 
favourable to such an orientation in development strategy. 
From the very beginning of 1979 and throughout that 
year a series of events took place, the adverse effects of 
which on economic performance imposed problems of a 
short-term but urgent character. This left little room to 
manoeuvre, and both economic performance and policy 
departures in most countries during that year appeared in 
many cases to be directed towards the solution of imme- 
diate problems, rather than towards preparations to meet 
problems with a longer time horizon. However, the long- 
term orientation which dominated investment pro- 
grammes was not greatly modified, although the negative 
effects of poor performance in some sectors were not 
completely avoided. Thus the planned and anticipated 
increase in efficiency in this area of the economy did not 
fully take place. Likewise, policies in foreign trade in 
some countries were applied with such determination 
that the foreign trade balances were notably improved. 
However, the determination to implement planned poli- 
cies in the field of investment and foreign trade made the 
solution of urgent, short-term problems more difficult. 
The annual plans for 1980 confirm in all respects the long- 
term nature of policy orientation in two decisive areas of 
economic development—investment and foreign trade. 
Though there have been some modifications compared 
with 1979 plans, these largely reflected economic perform- 
ance in some sectors in that year and, to an increasing 
extent, new developments in international economic and 
political relations. 


50 In most east European countries it meant a reduction in 
target rates for the growth of NMP as compared to the previous 
years and also to the current five-year plans, 


2. AGRICULTURE 


(i) Growth of output 


Growth of agricultural output in 1979 was seriously 
affected by unfavourable climatic conditions in most 
countries. After relatively good performance in the first 
three years of the current five-year-plan period, the volume 
of gross agricultural output in the Soviet Union in 1979 
declined by 4 per cent as compared with the previous year. 
Czechoslovakia, the German Democratic Republic, 
Hungary and Poland also recorded negative growth. By 
contrast in Bulgaria and Romania agricultural output 
rose by 6 and 5 per cent respectively (table 2.1). 


In the Soviet Union, below-plan autumn sowing in 
1978, coupled with above-average winterkill (about 20 per 
cent) reduced the 1979 winter grain harvest which was 
estimated at 18 per cent below the previous year. In addi- 
tion late spring sowing due to wet and cold April weather 
affected grains and pulses in the European areas of the 
Soviet Union, though the biggest impact fell on sugar- 
beet and sunflower. May was warm and dry, which re- 
duced soil moisture supplies to below-normal levels in 
important grain-growing areas in the European parts of 


the Soviet Union. The severe winter and spring floods 
damaged crops in Poland, Czechoslovakia and the German 
Democratic Republic. Excessively hot weather just before 
harvest time in Bulgaria, Hungary and Romania reduced 
yields of wheat. 


Agricultural production during 1976-1979 rose more 
slowly than envisaged in the five-year plans (see chart 2.1). 
According to preliminary estimates only Romania will 
attain the 1980 target; the original five-year plan envisaged 
an average growth in agricultural output of 5.1-7.6 per 
cent annually, and during the four years’ performance 
averaged 6.0 per cent annually (1.4 points higher than in 
the previous five-year-plan period). In 1976-1979, Bulgaria 
also experienced good performance—2.7 per cent annual 
growth which was 0.5 points faster than in 1971-1975. 
Hungary recorded annual average growth rates which 
were similar in both periods (3.4 per cent). In Czecho- 
slovakia, the growth of gross agricultural production in 
the current five-year-plan period declined from 2.9 per cent 
in 1971-1975 to 1.9 per cent in 1976-1979; in the German 
Democratic Republic—from 2.1 to 1.0 per cent; in Poland 
—from 3.1 to 1.2 per cent; and in the Soviet Union—from 
2.5160. 2:2. percent. 


Agricuitural output indices 
(1968-1972 = 100) 


German 
Czeco- Democratic 
Bulgaria slovakia Republic Hungary Poland Romania Soviet Union 
DO HB atest sie ihe. Sp Sa or 119.9 122.3 115.8 13755 120.9 147.6 122.5 
197% ВЕ... 127.1 117.5 135 130.7 119.2 155.0 117.6 
Plat 2980... уе: 131.8 126.0 116.9 №57. 38126: 1 163.4% 127.9 


Sources: As for table 2.1. 4 Mid-point of range. 


TABLE 2.1 


Gross agricultural output 


ee 
Percentage share 


Annual percentage change of total output 


Country and period Total Crop Animal Crop Animal 
Bulgaria 
ооо РО НОЕ 4.1 Si! 2.0 51/85) 42.5 
о ин ee zach, ОО —4.6 —9.5 2.0 54.6 45.4 
о ое и <1 cvieliel'a\ 6 4.3 4.5 4.0 54.7 45.3 
Plan 7S cr cies oom О 7.0 as a es 
(ICES) ea eatho Gear Bio BORG cIccOnD OF 6.0 5.6 6.4 54.5 45.5 
Plane 980i erste oo ec ао хоро 3.7 
Plan 1976-1980 ее. 4.1 
Czechoslovakia 
976 в ме. Regs soi el ТЫ: —2.4 —6.3 0.7 42.9 57:1 
О м о: 9.1 15.6 4.2 45.4 54.6 
(978) ее 1.5 0.2 2.6 45.5 54.5 
а my ae le Gus оно iene 3.8 6.7 sie) 46.0 54.0 
ее —3.9 —8.7* 0.4 43.0 57.0 
Plan 1980... 7.2. 12.0 3.1 47.1 Sate) 
Plans 1976-1980 и... ee cic anes ee 3.6 4.6 2.8 
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TABLE 2.1 (continued) 


Gross agricultural output 


Percentage share 
of total output 


Annual percentage change 


Sources: National statistics, CMEA Yearbooks and plan-fulfilment reports. 


® Net output including food processing industry. 


Country and period Total Crop Animal Crop Animal 

German Democratic Republic 
И cee ee roe cre enacts —4.9 —12.1 —0.5 34.8 65.2 
То ое 6.8 19.9 —0.4 39.1 60.9 
о Те 1.4 0.0 22-5) 38.5 61.5 
Plan:1979... дея ета ae 1.3 as A A fe Ae 
1979 еле ити, —2.0* —7.4 1.4 36.5 63.5 
Plan: 1980 ооо лин а 0.54 Be eA 36.6 63.4 
Plan. 1976-19800 лесе ое 4.2 4.5 4.1 

Hungary 
об Scone Chie onde —2.7 —7.1 2.7 51.9 48.1 
A bs He on С а ВА 10.3 12.0 8.4 52:7 47.3 
ИО ОВО Оо СООО 2.0 1.0 3.0 52.0 48.0 
Plan: 1979: J ceca sti brates. еее 3.0-3.5 510 2.0 52.6 47.4 
979 GR вое —0.6* —3.0 2.0 51.5 48.5 
Plan, 1980 ею 5.0-5.5  10.0-11.0 —0.3 53.0 47.0 
2120197 6-19 8 3.4 3.7 2.4 

Poland 
TOT OURS Soe ct eee denies —1.1 5.0 —8.7 58.8 41.2 
LOTTIE TE POs ek Sele 1.4 —7.2 13.7 53.8 46.2 
в G 4.1 5.4 2.6 54.5 45.5 
Plant 9 79 ee. ое 3.9-4.8 ae a — и 
И РР О ИСК —1.4 —3.8 1.4 53.2 46.8 
Plan 1980 5.8 ое Ae 
ав 1976-1980 eee 4.3 6.1 2.5 

Romania 
бе. 17.3 22.0 jae? 59.1 40.9 
Е, аа —0.9 —4.8 5.4 57.0 43.0 
О еее с 3.4 0.0 5.9 55 44.3 
Е оо ove о 5.1-5.6 у bs За a8 
ее 5.0 5.2 4.7 55.8 44.2 
Рав оО ое 4.7-6.0 
Plan 96 оО ео 6.9-9.0 

Soviet Union 
Об рат о. ee eee 6.5 18.8 —2.9 48.0 52.0 
ен aes тие. 4.0 —1.8 9.4 45.3 54.7 
оо Del 5.0 0.8 46.3 53.7 
СЛ ро бб Ба 5.8 : ak Le :& 
1 ee SRE о уе —4.0 —8.4 0.3 44.1 55.9 
Plan 980 и 8.8 
Plan 1976-1980 ое 5.1 

Byelorussian SSR 
Тоба See ae 6.2 12.4 12 46.7 53.3 
О Е BSB —1.6 —12.1 TBS) 41.7 58.3 
LOTS ео ес 6.8 18.5 —1.5 46.3 539 
Plan ор 3.6 
О и о —5.8 
РЕ С И ео 3.8 
Plan'l976-1980| о. eee 3.8 

Ukrainian SSR 
бое. 10.8 26.8 —1.9 50.8 49.2 
о ей 5.2 —1.3 11.9 47.7 52.3 
о Е 0.7 1.9 —0.4 48.2 51.8 
Plan 1979 sakes ore tonto te ns 4.5 
LAE Ma cee wisi ин ооо НЕ —6.8 
Plan1980%e неее 10.1 ais 
Planil976-1980 и 4.1 ae ae ve к 

ди 
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CHART 2.1 CHART 2.2 
Agriculture: output and factor inputs Agriculture: efficiency indicators 
(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100 


Gross output. 


Gross output/land ratio. 
SSS Five-year-plan target. ——————___ Gross output/employment ratio. 


ЕО, Annual plan target. Land/employment ratio. 


— ING CLOUD UConn Fixed assets/land ratio. 
о. Employment. = Fixed assets/employment ratio. 
aa АЕ Arable land. a pee ge Fixed assets/gross output ratio. 


te ee ео и Fixed assets. 
pee ee Gross investment. 
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CHART 2.1 (continued) CHART 2.2 (continued) 
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CuartT 2.1 (concluded) CHART 2.2 (concluded) 
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Sources: As for table 2.1. 
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CuartT 2.3 


Gross agricultural output: total production, crop and animal production 
(Indices, 1968-1972 = 100) 


BULGARIA 
BULGARIE 
БОЛГАРИЯ 


CZECHOSLOVAKIA bw 
TCHECOSLOVAQUIE : 
ЧЕХОСЛОВАКИЯ 


140 
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140 
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ПОЛЬША 


— Total production. 


rate re Five-year-plan target. 


о оао от sessvate seaseresses Annual plan target. 
— Animal production. 
Ste ee Crop production. 


Sources: As for table 2.1. 
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a Е ee Ne eS 


Crop (A) and livestock (B) production indices 
(1968-1972 = 100) 


ee НЫ Е ВОО ЕО 


German Democratic 


Bulgaria Czechoslovakia Republic 


a ——— 
= 


о овес 109 137 120 124 106 123 
сено 118 145 О 25% 98 125 
Plan 1980 .. 123 129 


Poland Romania Soviet Union 


—— ee 


Hungary 


142 122 113 131 133 169 122 123 
137 124 108 133 140 177 112 123 
152 124 ы 


—жБ;Бьь —ААА——„—/—А—А———З—_—»»»<_——=ы=—=е=—=— 


Sources: Аз for table 2.1. 


The bad harvest of 1979 worsened the structure of 
agricultural production, and the existing gap in the 
development of crop and animal production increased 
(see text table above). Since 1978, measures have been 
proposed in all countries to promote the growth of crop 
production. All countries have recognized that fodder 
should be the basic element in increasing crop production 
over the current five-year period. Domestic fodder 
resources do not meet requirements in either quantitative 
or qualitative terms. The continuous rise in the herds 
and in output of livestock products, together with large 
fluctuations in crop output, have resulted in persistent 
imbalances in the structure of output, characterized by 
excessive dependence on imported feed grain in most 
countries. Feed imports have contributed to existing 
strains on the balance of payments, though price rises on 
international markets have set limits upon imports. 
Fodder shortages are thus particularly acute when bad 
weather reduces harvests, which has occurred every 
second or third year in one or more countries. During 
the first four years of the current plan period, only 
Romania fully satisfied its domestic fodder requirements— 
and indeed became a net exporter of feed grains. Its 
share of livestock products in total agricultural output, 
however, is the lowest in the region. Hungary’s fodder 
imports have diminished—but it is the only country 
where crop production has risen by more than livestock 
output during the present decade. 

Plans for 1980 have been set relatively high in all 
countries, ranging between 3.7 per cent for Bulgaria and 
8.8 per cent for the Soviet Union. Apparently planners 
have taken into account the generally low level of 1979 
output and have forecast better results based on the 
assumption of normal weather. Data on output structure 
plans are available only for Czechoslovakia and Hungary. 
Of the two, the share of livestock output in total will 
apparently fall only in Hungary. 


(ii) Trends in agricultural inputs 


All east European countries and the Soviet Union 
continued to emphasize more economical use and higher 
quality of inputs with a view to increasing the efficiency 
of production, The weather-induced setbacks in 1979 
have undoubtedly interrupted the growth of over-all 
factor productivity, but insufficient data are as yet 
available for detailed analysis. Nevertheless the trend 
of capital intensity and labour and land productivity 
(see chart 2.2) indicates the general thrust of policy 
measures in eastern Europe and the Soviet Union. 


The Jabour force in east European agriculture continued 
to decline (see table 2.2). Shifts from agricultural to non- 
agricultural employment have been facilitated by the 
mechanization of manual labour and the consequent 
increases in agricultural labour productivity. The share 
of agriculture in total employment in 1978 ranged from 
9.7 per cent in the German Democratic Republic to 
32.8 per cent in Romania. The number of employees per 
100 hectares of agricultural land in the same year ranged 
from 4.8 in the Soviet Union to 25.3 in Poland. As in 
the past, agriculture still remains an important source 
of labour for other sectors in these countries. 


During 1970-1978 as a whole, all countries experienced 
negative growth of agricultural employment (see text 
table below). It was most marked in Romania and Bulgaria 
and relatively slight in Poland and the Soviet Union. 
Since 1975 Poland has, however, increased agricultural 
employment. Almost all other countries recorded slower 
rates of decline in the agricultural labour force. The 
exception was the Soviet Union, where the rate of decline 
has increased. The slower decline in agricultural employ- 
ment in most countries reflected the smaller pool of 
surplus agricultural labour, and also policy measures 
undertaken in some countries to stabilize the agricultural 
labour force. 


The worsening trend in the sex and age structure of 
agricultural employment has not yet been halted or 
reversed. All countries announced measures for training 
young people to work in crop and animal farming and 
in land amelioration. In the Non-Black Earth Zone of 
the Soviet Union, 18 schools were established, in which 
5-6 thousand young skilled workers annually are trained 
in land reclamation. Also, 21 training combines were 
established for improving the professional qualifications 
of workers. Engineers and technicians in water control and 
construction account for one-third of agricultural special- 
ists with higher education. 

The share of workers and employees as distinct from 
collective, co-operative and private farm workers in 
total agricultural employment in eastern Europe and the 
Soviet Union as a whole increased from 32.2 per cent in 
1975 to 36.8 per cent in 1978. In the Soviet Union, the 
share of workers and employees in total agricultural 
employment in 1978 was 41.2 per cent. In the east Euro- 
pean countries it ranged between 15.8 per cent in Romania 
and 35.9 per cent in the German Democratic Republic. 
The exception was Bulgaria, where this share reached 
84.9 per cent due to institutional changes. 


51 See Ekonomika sel’skogo khozyaistva, 1979, No. 8, p. 14. 
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TABLE 2.2 


Employment in agriculture 


a T 


Economically active Labour force Economically active Labour force 
population in agriculture ety ~*~ pe population in agriculture anions aa fe 
Annual economically of Annual economically | of 
Total percentage active agricultural Total percentage active mit ea ar 
Period (thousands) change population land (thousands) change population an 
ее 
Bulgaria Romania 
Об ace Sea ооо о и 1130 —4.9 26.2 18.2 3 670 —5.0 35.8 24.5 
а Perens cate 1 082 —4.2 25.3 17.4 3 559 —3.0 34.6 PR | 
1 BS fre Petey CN ее 1057 —2.3 24.6 17.0 9375 —5.2 32.8 22.5 
Czechoslovakia Soviet Union 
WOTG 45 eee tis, sce sat О В ое Bs 1 003 —2.1 14.1 14.3 26 600 0.0 22.8 4.3 
ТО spares Payers sev еее ок И «is 980 —2.9 13.7 14.0 26 500 —0.4 21.9 4.8 
VTS 2 еее 961 —1.9 13%3 13.8 26 400 —0.4 20.9 4.8 
German Democratic Republic Byelorussian SSR 
О о ЕЕ 789 —2.3 9.8 12.5 1314 —0.2 27.0 13.4 
ТОТ М не 784 —0.6 9.7 12.5 1 286 —2.1 26.1 13.1 
TOT Sie setae не Пи 788 0.4 9.7 12S 1 262 —1.9 2515 12.9 
DTD SE а: Be 791 0.4 12.6 
Hungary Ukrainian SSR 
О Е ВЕ ica sete 1016 —2.0 19.9 15.0 6 341 0.1 25.4 15.0 
В В 980 —3.5 19.3 15.0 6 213 —2.0 24.6 14.7 
ое eos: 52.15 isthe ОК У И 977 —0.3 19.3 14.5 6 123 —1.4 24.1 14.5 
197 DS ат. 979 0.2 19.3 At ae 
Poland 
Тоба м ава: Зое. 4 753 —0.2 27.9 24.8 
ое бла еее ну 4 772 0.4 27.6 25.0 
о О ИС С, 4 813 0.9 27.6 25.3 
Sources: As for table 2.1. 
Agricultural employment indices 
German 
Czecho- Democratic 
Bulgaria slovakia Republic Hungary Poland Romania Soviet Union 
(Index, 1975 = 100) 
LY Sees ob CO 89.0 95.5 97.5 94.4 101.1 87.3 94.4 
Average annual 
percentage change 
CHAS OREO S ERR Ss —4.2 —2.7 —2.4 —2.9 —0.4 —4.7 —0.2 
О. —3.9 —1.2 —0.8 —1.9 0.4 —4.5 —1.9 


Sources: As for table 2.1. 


In comparison with 1971-1975, gross agricultural 
production per employee increased during the 1976-1978 
period by 13.4 per cent annually in Romania, by 7.9 per 
cent in Hungary, by 5.5 per cent in Bulgaria, by 5.0 per 
cent in Czechoslovakia, by 4.2 per cent in the Soviet 
Union, by 3.4 per cent in the German Democratic 
Republic, and by 1.6 per cent in Poland. The negative 
growth of agricultural output in 1979 was apparently 
offset by further declines in the farm labour force, and 
labour productivity in most countries stayed at about the 
level of 1978. 


In 1979 the acreage of agricultural land in eastern 
Europe was the same as in 1975 (see table 2.3). It has 


increased slightly since that year in the Soviet Union 
(by about 0.7 per cent). The stock of agricultural land in 
per capita terms continued to slow down in all countries 
because of the population increase. 


The arable land area in the whole region has increased 
since 1975 by about 0.7 per cent. Arable land per capita 
has declined in all countries but the German Democratic 
Republic, where there was some decline in the population. 
Further expansion of the arable area is envisaged only 
in Romania, though only on a very small scale. The 
Soviet Union, which has the largest reserves for a possible 
increase, is emphasizing policies to stabilize and increase 
yields, rather than increase the cultivated area. 
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TABLE 2.3 


Distribution of agricultural land 
(Thousand hectares) 


ee 


Area under grain Land reclamation 


а еее: ate Total of bipees prineied pees 
Bulgaria 
бе. 6 198 3 715 2 334 918 1 147 
LOTT ое ыы one 6 206 3 722 2305 910 1 148 
А ВО На 6 215 3 737 2207 934 1 168 
ОЭ навек 6 198 3 736 2 301 955 1185 
Czechoslovakia а a 
ONS cue cor в... 6 990 4 907 2 830 1278 18.8 53.4 
И о sporty 6 976 4 307 2829 1287 17.0 55.4 
а ae errers 6 952 4891 2 841 1 274 16.0 56.0 
TOTO aT. SEMEN. Poe ats 2 767* 1111 19.4 61.2 
German Democratic Republic 
Об ое 6 293 4 752 2 672 768 720 1236 
а о Бела 6 291 4 771 2575 732 805 1 325 
ос Caer eae a 6 282 4776 2 594 686 886 1 397 
а М 6 280 4 767 2 552 713 954 1 463 
Hungary 
ADT Gers. che. cts eee ok oe 6 757 5 108 3 160 1 325 320 42 
Е ео ааа 6 730 5 071 3 071 1311 298 49 
с. 6 698 5 045 3 050 1324 181 45 
О а 2955 1 138* 
Poland 
ISTO eee ee 19 151 14 763 7 968 1 832 500 3 540 
а лье 19 111 14 739 8 181 1834 508 3 625 
1918: ....... песком 19 059 14 710 8 035 1852 511 3 711 
Зе ССОЕ 8 040* 1549 
Romania 
19 7. G wagererenanotoreraterave lovorerdtsteke 14 955 9 760 6 351 2429 1729 
бетоне 14 960 9 781 6 308 2309 1854 
ЗОВИ о ROTA TE 14 964 9 803 6 317 2324 2065 
О В р о 6 303 2 144 2 263 
Soviet Union 
NOT Ges tee ОИ ИНО 551 058 225 696 127 760 59 467 15 300 14 413 
OTT oes Patents «cts 552 558 225 999 130 344 62 030 16 000 15 143 
1978: sees rath Aseria 552 653 226 174 128 465 62 898 16 800* 16 100* 
ТОО бы oss taste 129 710* 57 756* 17 660* 16 950* 
Byelorussian SSR 
O76 ее Е ae 9 794 6 141 2 766 151 170 2 381 
OTT ее 9 782 6 170 2 856 153 156 2 467 
WOT SE Sash оо сосен 9 759 6 182 2864 170 175 2 553 
ово Oo On OCI Ce cs 3 044 165 
Ukrainian SSR 
1976 ease ооо ЗОРИ 42 173 34 269 15 942 4 651 1650 2 146 
1 OTT BeBe О 42 133 34 263 17 354 8 658 1 767 2.251 
С Ве ОА 42 100 34 242 16 692 8 286 1 840 2 242 


Sources: As for table 2.2. 


Policy measures have been taken in most countries to 
limit further declines in the land stock. Agricultural 
legislation has been modified to reduce losses of high 
quality land to non-agricultural activities. Following a 
decision of the March 1979 Party Plenary Session in 
Bulgaria, a new system of land taxation is to be estab- 
lished based on the economic evaluation of agricultural 
land. The tax will vary from 9 to 135 leva per hectare 
(95 leva per hectare on average). For land unused since 
1971, the tax will be doubled. In Hungary, new regulations 
have tightened up the conditions for withdrawing farm 
land from cultivation; and incentives will be given to 
industrial developers of land to give preference to the 
use of land of poor agricultural quality to encourage the 


® Annual increase in area irrigated or drained. 


full exploitation of existing farmland. Agricultural co- 
operatives will henceforth be permitted to lease land unfit 
for large-scale exploitation to members and others for 
up to 15 years. Local councils would also be permitted to 
grant long leases to individuals on plots with a minimum 
area of 500 square metres (instead of the previous 1,500 
square metres minimum). Some changes in land legislation 
have also been introduced in Czechoslovakia with similar 
ends in view. 

All east European countries and the Soviet Union 
have paid more attention in the current five year period 
to improving the utilization of cultivated land. An 
important element in these policies has been the stress 
laid upon irrigation and drainage. In the Soviet Union, 
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Gross increase in drained and irrigated land in eastern Europe and the Soviet Union 
a иии_и_ЙЙЙ_Й_Й_Й_Й_Й_Й_Й_Й_Й_—— 


German 


Democratic 


Bulgaria 


Republic 


Hungary Poland Romania Soviet Union 


ООВ ЕН ЕЙ РЕ Е Е ЕВ Е о 


Annual average increment of 
improved land in 1976-1978 


(thousand Ва. Wacom 13.38 
Share of improved land in total 

arable land (per cent) 

о ов 30.5 

ооо 31.3 


168.3 oF, PAT 18:08 1583 
37.8 3.8 Piles 14.6 12.5 
47.8 4.5 28.7 21.1 14.6 


Sources: As for table 2.1. 


a prime objective is to reduce annual fluctuations in 
output by increasing the share of irrigated and drained 
land, which are less susceptible to fluctuations in yields 
due to variations in the weather from year to year (see 
text table above). 


The share of improved land as a percentage of the 
total arable land area ranged in 1978 from 4.5 per cent 
in Hungary to 47.8 per cent in the German Democratic 
Republic. Bulgaria, Hungary and Romania paid more 
attention to irrigation, while Poland and the German 
Democratic Republic stressed drainage works. 


In the Soviet Union, irrigated and drained land 
increased by about the same amounts; large areas were 
also limed. There have been some changes in the geo- 
graphical distribution of Soviet land improvement activity. 
In addition to irrigation in the cotton-growing regions of 
Central Asia and drainage schemes in the Baltic Republics, 
large-scale works have been put in hand in the Volga 
and North Caucasus regions, in the Ukraine and Mol- 
davia. However, first priority was given in 1979, as in the 
previous years of the present plan period, to the land 
reclamation programme in the Non-Black Earth Zone. 
Since 1975, the drainage or irrigation of 1.15 million 
hectares has been carried out. Another 1.71 million 
hectares of pasture land were improved, 1.53 million 
hectares of other land were limed and 3 million hectares 
treated with mineral fertilizers and manure. These lands 
are intended as a basis for the creation of large-scale, 
specialized and high productivity crop and animal 
farms, as well as new industries. Some problems have 
arisen. In November 1979, 62 per cent fulfilment of the 
investment plans for land reclamation in the Non- 
Black Earth Zone was announced, and shortcomings in 
construction, in the mechanization of work and in 
organization, together with lack of skilled workers were 
cited as responsible.5? 


The extension of the area of improved land changes 
the structure of crop production. In 1978 for example, 
Soviet farmers obtained 27 per cent of total crop produc- 
tion from the 8 per cent share of the total arable land 
area which is irrigated. Irrigated sown areas were dis- 
tributed between: fodder crops—41 per cent, industrial 
crops—26 per cent, grain crops—25, and vegetables and 
potatoes—8 per cent. Some 45 per cent of drained land 
was sown to grain and 45 per cent to fodder сгорз.53 The 
countries of the region are increasingly looking to second 


52 У. Posokhov, У. Shvetsov, Pravda, 20 November 1979. 


ne У. Ivashchenko, A. Spitsin, “Indicators of the efficient use 
of improved land”, Planovoe Khozyaistvo, 1979, No. 10, pp. 96-97. 


® Irrigated land only. 


harvest and intertillage crops as an additional source 
of output—particularly of green fodder.®4 

The volume of gross agricultural output per hectare of 
arable land in 1979 was below 1978 levels in most coun- 
tries with the exception of Romania and Bulgaria, but in 
1976-1979 it was higher than in 1971-1975 in all countries 
(see text table below). 


Index of gross agricultural output per hectare 
of arable land in 1976-1979 


(1971-1975 = 100) 


Bulgaria? 32.5.5 hha matte лилии as aes 109.4 
Czechoslovakia зола 109.1 
German Democratic Republic ............. 101.6 
Hungary >. ор ее. 116.6 
Poland Fcc. И Е eee 105.7 
Romania оао 125.6 
змеей ооо. 108.2 


Sources: Аз for table 2.1. 


For most countries, data for investments in agriculture 
are available only for the first three years of the current 
five-year-plan period (see table 2.4). 


However, in the Soviet Union the modest growth 
target (0.6 per cent) was over-fulfilled, the actual increase 
amounting to 2 per cent. In the German Democratic 
Republic, agricultural investment declined by nearly 
3 per cent. Apart from the Soviet Union, the volumes and 
annual changes varied considerably by years in the coun- 
tries of the region. On average, annual investments in all 
countries during 1976-1978 increased in comparison with 
1971-1975, the increment ranging between 11.1 per cent 
in the German Democratic Republic and 50.1 per cent 
in Poland. The share of machinery and equipment rose 
in Bulgaria and the Soviet Union but fell in Czecho- 
slovakia and the German Democratic Republic (see text 
table on next page). 
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Share of double cropping in the total sown area 
(Total sown area = 100) 


1975 1978 

Bulgaria к see alate еее Se ts 7.6 11.7 
1.7 3.1 

12.4 15.0 

1.0 1.3 

8.9 5.5 

9.0 7.0 

1.3 0.8 


Source: СМЕА Statistical Yearbook. 
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Agricultural investments indices in 1976-1978 
(1971-1975 = 100) 


— 
Сегтап 

Czecho- Democratic Soviet 

Bulgaria _ slovakia Republic Hungary Poland Romania Union 

НН eee ee ЗА ee 

Total еее ен, 122.7 131.6 111.1 115.6 150.1 148.3 126.0 

In machinery and equipment 152.2 124.9 108.2 137.1 


SY 


т BAT 


7 


Sources: As for table 2.1. 


The share of agricultural investments in total investment 
and in investments in the material sphere are the highest 
in the Soviet Union where they include not only agri- 
culture but certain agriculture-related activities (such as 
farm expenditure on rural roads, etc,); their share 
increased in Poland and in Czechoslovakia, declined in 
Bulgaria, the German Democratic Republic and in 
Romania and was relatively stable in the Soviet Union 
and Hungary (table 4.7). 

The share of agriculture in total fixed assets in the 


material sphere ranged between 12-15 per cent in Roma- 
nia, the German Democratic Republic and Czecho- 


In Bulgaria the trends of the two diverged, which reflects 
partly an increase in the share of buildings in total fixed 
assets, and partly delays in the replacement of obsolete 
machinery and equipment (see text table above). 


Capital intensity, in terms of fixed assets per hectare 
of arable land and fixed assets per employee continued 
to rise, as in 1971-1975, during the first three years of the 
current quinquennium. The rate of change of fixed 
assets per hectare of arable land slackened, however, in 
all countries but Bulgaria and Poland; in Bulgaria, 
fixed assets rose faster than in the previous plan period, 
and at about the same rate in Poland. The capital intensity 


Changes in agricultural fixed assets 
(Annual percentage change) 


Czecho- Democratic 


Bulgaria slovakia 

Total 

О. к 6.6 5.8 

1976-1978 9.4 7.0 
Machinery and equipment 

only 

NOT La O TS ie cya cto at eter ste 5.2 И 

1976-1978 ео 5.0 8.3 


Sources: Аз for table 2.1. 


slovakia, about 18-19 per cent in Bulgaria and Hungary 
and 21-25 per cent in the Soviet Union and Poland 
(see table 2.4). During the first three years of the current 
five-year-plan period, rates of growth of fixed assets 
were higher than during 1971-1975 only in Bulgaria, 
Czechoslovakia and in Poland. The growth in machinery 
and equipment in the periods under discussion changed 
in line with the rates of growth of total agricultural 
fixed assets in Czechoslovakia, Poland and in Hungary. 


German 
Soviet 
Republic Hungary Poland Romania Union 
5.0 8.5 4.9 9.5 9.5 
4.8 6.2 5:2 8.7 8.1 
5.3 15.4 8.9 
12.1 13.5 


of labour increased аз a rule faster because of the slower 
growth of agricultural employment, but the average annual 
rate of increase slackened in most countries in 1976- 
1978. In Bulgaria the trend is difficult to discern because 
of fixed asset classification changes. In the Soviet Union, 
as noted in a previous section, the rate of decline in 
agricultural employment has accelerated in recent years 
and brought about a large increase in fixed assets per 
worker (see text table below). 


Capital intensity indices 
(1968-1972 = 100) 


German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
Fixed assets per hectare of 
arable land 
ое. 135 134 125 151 129 154 156 
О а. 176 165 141 185 150 197 196 
Fixed assets per employee 
1975S Pen ee eek ee 167 149 142 172 130 197 161 
OT Bic ле ОО 248 191 168 215 149 290 216 


Sources: As for table 2.1. 
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TABLE 2.4 
Investment and fixed assets in agriculture 


a 


Fixed assets 


Investment 
Percentage 
(in Hope of total 
of total Percentage of fixed 
currency Total assets in 
units; Annual Investment (in millions of total the 
at constant percentage Total in material currency units; material 
Country and period prices) change investment sphere at constant prices) sphere 
Bulgaria 
То Seis ee 788 0.9 14.1 19.8 6 203 18.4 
оо око Ва 873 10.8 14.2 18.9 6 924 18.9 
о Ata te Sees 787 —9.8 12.7 16.9 7 600 19.1 
M979) Е али 778 —1.2 12.9 17.0 7 961 16.9 
Czechoslovakia 
ее 14 420 —1.1 10.9 14.3 169 222 14.8 
о еее. 15 322 6.3 11.0 15.0 180 362 14.9 
АВС ОЖТО РАСЗОЯ 16 295 6.4 11.2 15.3 192 105 15.0 
German Democratic Republic 
976 cred. ath. Не. 5 089 PP) 11.3 14.0 50 256 12.9 
1977 Sy ee eek ont 5 301 4.2 11.1 13.9 52 670 12.8 
OT Siac cease wcaerne 5 150 —2.8 10.5 12.9 55 387 12.8 
оно 5 000 —2.9 10.0 12.7 57 970 12.7 
Hungary * 
197 Git 8 аа ее 21 087 —6.7 13.9 17.4 270 956 19.0 
ACME: Fae ee eee 23 743 9.7 13.1 16.2 286 400 18.9 
ее 26 893 13.3 13.6 16.8 302 800 18.8 
Holand 
OU ces Е 92 484 2.1 14.8 18.8 1 088 000 25.6 
LOTT era ee ee ete ae whe 105 642 16.6 16.2 21.4 1 168 000 25.0 
о ARs ee oe 105 868 0.2 15.9 21.5 1 251 000 24.7 
Plan{1979 Gaetan. cies ae 106 700 : 18.1 5 Se ave 
Plan 1980 eee eres 90 700 = 15.1 
Котата 
ROARS CT ездил 21 868 12.5 14.4 17.7 148 401 12.0 
Se ок 24 505 12.0 14.5 18.0 164 335 12.0 
ее 27 302 11.4 13.9 17.0 176 331 1672 
Ра 24 100Ъ 10.3 Ae 
Plan- 19800 se sonar se ose 29 900 » 
Soviet Union 
1976: о 32 100 4.2 27.2 36.8 180 000 20.7 
А othe went. cra О 33 300 3.7 27.2 36.9 194 000 20.8 
оО 34 600 3.9 26.7 36.0 211 000 21.0 
TOTO о .. 35 300 2.0 27.0 Ag 3 ies 
Plan 198095, 2355. ee 37 000 4.8 27.3 
Plan 1976-1980 ....... 171 700 3.7 27.0 
Byelorussian SSR 
197675,.S2 AS в. 1 363 0.5 34.9 as 6 793 19.0 
О state eters etek ors 1 422 4.3 34.1 7 409 19.2 
О О О 1465 3.0 33.4 8 108 19.4 
1979 1494 2.0 es 
Ukrainian SSR 
LOT Gaerne 4905 0.6 27.6 35 000 292 
LOU он 5 013 2:2 27.3 37 000 22.8 
В ЕСА 5 234 4.4 26.7 40 000 23.0 
19.79 SRR RS eee 5 300 1.3 Se te : 1 ae 
Plan, 1980 86sec 5 000 2.0 . о ne He 
Plan 1976-1980 ...... 25 000 0.4 ine ae ae ee 
ee 


Sources: As for table 2.1. 
® Not comparable with previous year, 
> Prices from 1 January 1979. 
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Deliveries of tractors in 1979, expressed in physical 
units, were slightly below the 1978 level in all countries 
which have published data except for Bulgaria. Deliveries 
of grain combines increased in Czechoslovakia and the 
Soviet Union, but were below the 1978 level in Bulgaria, 
the German Democratic Republic and in Romania 
(see table 2.5). All countries reported an increase in their 
Stock of sugar-beet, potato and maize harvesting 
combines. 


The stock of tractors in physical units stagnated but 
continued to increase in terms of motor horsepower. 
Agricultural land per tractor increased slightly in Bulgaria, 
Czechoslovakia and Hungary but decreased in all other 
countries. The capacity of tractors in terms of horse 
power per physical unit has increased since 1975 in all 
countries but Poland (see text table below). 


average of 3.5 per cent during 1976-1978, to a total of 
36.6 million tons (nutrient content) in the latter year 
(tables 2.6 and 2.7). Total consumption of mineral 
fertilizers in the region increased during the same period 
by an annual average of only 2 per cent, considerably 
more slowly than during 1971-1975. 

Czechoslovakia and the German Democratic Republic 
now apply more than 350 kilograms of mineral fertilizers 
per hectare of arable land. In Bulgaria, Hungary, and 
Poland applications range between 221 and 280 kg/ha, 
while in Romania and the Soviet Union they now stand 
at 146 and 82 kg/ha respectively. Preliminary estimates 
suggest that only Czechoslovakia, Poland and the Soviet 
Union will attain the five-year-plan target for deliveries 
of fertilizers to agriculture in 1980. 


The region as a whole is a net exporter of fertilizers, 


Average tractor power 
Un horsepower) 


SS 


German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
о 49.2 54.2 54.2 56.5 ВЫ) 61.6 65.3 
ее 59.0 60.0 60.2 67.5 37.0 62.7 Th 


The annual average increase in tractor horsepower 
accelerated since 1975 in Bulgaria and Hungary, by 
6.2 and 6.1 per cent respectively. In 1970, Romania had 
the highest average tractor horsepower—58.3 hp per 
unit, but in 1978 the Soviet Union and Hungary ranked 
first and second with 71.2 and 67.5 hp per unit respect- 
ively. Polish farmers are equipped mainly with small 
tractors, in accordance with the technical requirements 
of small-scale private farming. A further increase in 
average tractor power can be expected in the next five 
years in the Soviet Union, where agriculture will be 
supplied with 1.9 million new tractors with a total 
capacity of 182 million hp (i.e. an average of 97.3 horse- 
power per tractor). Prototype tractors of the K700 type, 
which have an engine capacity of 450-500 horsepower, 
are being developed in the Soviet Union together with 
track-laying tractors rated at 250 horsepower and univer- 
sal ploughing tractors of 150 horsepower. The “Niva” 
and “Kolos” grain harvesting combines are in course of 
modernization in order to bring up their processing 
capacity to 6.5 and 9 kilograms per second respectively. 


The production and supply of spare parts for agri- 
cultural machinery still present problems. A new system 
of guaranteed supply of spare parts is under way on an 
experimental basis in the Soviet Union; the “guarantee” 
system has been organized in the Byelorussian SSR, 
the Estonian SSR, and in the Uzbekistan SSR, and has 
also been extended to a number of provinces in the 
RSFSR. 


The rate of increase in the production and delivery of 
mineral fertilizers to agriculture slowed down somewhat 
in 1979. Production of fertilizers increased by an annual 


sales rising from 5.1 million tons in 1975 to 7.1 million 
tons in 1978. Poland, Czechoslovakia, Hungary and 
Bulgaria were net importers. The biggest exporter in 1978 
was the Soviet Union (5.2 million tons), the German 
Democratic Republic (3 million tons), and Romania 
(1 million tons). All countries were net exporters of 
nitrogenous fertilizers in 1978, the bulk originating in the 
Soviet Union and Romania. Hungary, Czechoslovakia, 
Bulgaria and the German Democratic Republic were net 
importers of phosphate fertilizers, and the other three 
countries were net exporters. The German Democratic 
Republic and the Soviet Union are among the world’s 
biggest net exporters of potash. 

With regard to plant protection chemicals, Bulgaria 
ranks first in the region in terms of consumption with an 
average application rate in 1979 of 11.6 kg/ha. Applica- 
tion rates in the German Democratic Republic during 
1978 were 5.6 kg/ha and in Czechoslovakia, 3.4 kg/ha. 
By 1980, they are expected to rise to 9.2 and 2.3 kg/ha 
respectively in Romania and the Soviet Union. 

Inter-CMEA trade in mineral fertilizers is organized 
under joint programmes for co-operation and specializa- 
tion, bilateral and multilateral long-term agreements. 
Contracts have been concluded within the CMEA frame- 
work for research, production and trade in fertilizers as 
well as in plant protection materials and microbiological 
products for agriculture. 

Consumption of electricity at 573 kwh/ha of arable 
land was the highest in the German Democratic Republic 
in 1978. In Czechoslovakia, Hungary and Poland it 
ranged between 370-227 kwh/ha, and in Romania, the 
Soviet Union and Bulgaria between 174-160 kwh/ha. 
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TABLE 2.5 


Stocks and deliveries of agricultural machinery 
(Thousand machines) 


ee 


Stocks of tractors 


Agricultural 
land 
inhectares Motorhp Deliveries 
Motor hp per tractor per Se 
(in million (physical 100 hectares Grain 
Country and period Physical units hp) units) of arableland Tractors combines 

Bulgaria 

о ООВ 65.5 3.5 95 95 6.2 1.1 

1977 а ое ее 65.0 97 96 99 6.7 5 

ера есь 64.4 3.8 97 102 97 1.0 

По Е РА 63.4 3.9 98 103 4.0 0.8 
Czechoslovakia 

В О О 141.1 Yo 49 161 6.1 2:1 

NEA с оо Ooi ear ater 140.0 8.1 50 165 dal 2] 

оо ооо 140.0 8.4 50 172 8.9 12 

1 97D ооо ео позе а 7.5 1.3 
German Democratic Republic 

о ООВ ое caesar 137.7 И 46 162 8.5 1.6 

ео еее 137.4 7.9 46 166 9.3 0.9 

ЗЕ ЧЕ СУ eee cote care 139.5 8.4 45 176 8.4 0.4 

1979. еее ее бе 145.8 9.1 43 192 ed 0.3 
Hungary 

Тб ободок 59.5 3.6 114 70 5.0 Dail 

DTT ее whore ersee8 ore ave iveters 58.7 83 1/ 116 73 4.7 2.0 

ИО О 56.3 3.8 119 75 4.2 Dee, 
Poland 

о. 444.0 16.0 43 110 44.4 3.6 

ее 482.0 17.7 40 122 537 3.8 

о Во te eee corre oats 525.0 19.4 36 133 58.5 4.0 

LOO SRE ние 

Plan 1980304. waite Ве. Ос 57.6 3:9 
Romania 

TOTO Gass SORE они gate 128.0 7.9 117 81 11.9 5.6 

ооо понес 138.5 8.6 108 88 Е 4.7 

о И oss wieeno gs execs 138.8 8.7 107 89 14.8 в.д 

ЧИН рии 140.0 as 14.5 2.6 

Ра . 14.8 6.4 
Soviet Union 

LOT Os x tartare a eee ee oe 2 400 162.7 230 73 368.6 97.5 

LOTT ие НО О 2458 170.9 225 77 364.6 100.8 

ое М etree И 515 179.1 220 80 370.6 111.2 

оао ЕЕ ce a aifs 354.0 112.0 

Plan 1980 Weeden yen se corte mercer 2 720 344.0 112.0* 
Byelorussian SSR 

О АЕ 105.9 5.9 92 97 15.4 3.9 

LOTT PRRs Se PE REO, HE 109.0 6.3 90 103 15.4 S58) 

а he ee 112.3 6.7 87 108 17.4 3.8 

Ue PAs POR Ra ee Cette И Я ЕЕ te at a Ss 15.8 4.0 

Plan 19805 oc оо iets 14.7 4.2 
Ukrainian SSR 

И: 382.9 24.8 110 1/72 53.7 

. 5.2 

ТО EARS ESE, BURT Sa, Г 391.0 26.0 108 76 54.4 ies 

19TSE. oat at а ме 399.4 21.2. 105 79 ВЕ 14.1 

о о ме SS ae ae oa 52.0 14.0 

Рай, 980 а ов ОВ 51.0 13.0 


Sources: Ав for table 2.1. 
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TABLE 2.6 


Supplies of chemical fertilizers and plant protection chemicals and consumption of electricity 
in agriculture 


See regenera ee peeps tere ny pee 


Consumption of electricity 


Fertilizer supplies Supplies of plant in agriculture 
(in pure nutrient content) protection chemicals 
<<< —_ KWh per ha 
Total kg/ha kglha о 
(thousand of arable Total of arable Total agricultural 
Country and period tons) land (tons) land in GWh lan 
И ee 
Bulgaria 
ASTOR ее ee 658 177 23 352 6.3 999 161 
OTT aR Pee eee heee..: 742 199 26 286 7.1 924 149 
197 О В ce eh oc 738 198 35 283 9.4 988 160 
LIAS PS so a. ees st a 825 221 41 312 11.6 1118 180 
АТО ВО РЕ. 930* 250 св 
Czechoslovakia 
ое. 1 674 341 2 473 354 
LOTT eit. tole s wait ston ве 1 633 333 2 584 370 
LOT SP Se ca et ue eee Maes 1 748 З5Й 
Plan 1980 ар 1 760* 370 
German Democratic Republic 
И ЕЕ 1 804 380 23 665 5.0 3 500 556 
TSI lie alee ea tty Sk soe 1 670 350 24 502 5.1 3 497 556 
а Mee cet ee eee one 1 670 350 25 298 5.3 3 600 573 
Е eer ee ce eae. bos 1719 361 26 715 5.6 
Plan 1980*, Bee. Baro 2 120 450 
Hungary 
OT Ger. gsc Oe Snide ei alecisres « 1 388 254 1751 259 
DTT evs, os ам 1511 279 1 888 281 
Е ROT ENA > Stare 1 539 286 2 062 308 
ов esters vie acc 1 500* 280* 
Е Вся eee ee 1 700 337* 
Poland 
о clea tetatans se, eas a aia 3 671 249 51 096 3.5 3 470 181 
OTT ие. ct mae ee 3 586 243 57 102 3.9 3 958 207 
OG S'S ree oes shite oes eee tie 3 606 246 49 765 3.4 4 325 227 
TOTS оао ОКИ. 3 567 : te Ро fs =o 
Авео ОК 3 770 256 
Romania 
1976 и. 1144 117 21521 169 
ао ьые 1128 115 2481 166 
OTS РО В о 1480 151 2610 174 
1979. био 5... 1431 146* os as 
219805... eters ote «ars 2 113 : 59 000 9.3* 
Soviet Union 
TOT GEER и... 17 739 80 sis ete 82 979 151 
LOTT Meath оО 18 034 81 ifs ae 88 367 160 
UD 1. Sti vishal siete eis eles snag aie) Sane 18 420 83 а м 95 642 173 
о ров o custs 18 279 81 nd os 
Phat 1980. ое 20 518 90 512 000 2.3 130 000 235 
Byelorussian SSR 
кей ИО dae) elerer 1 523 263 ae us 2 624 268 
ПО дао оон ore ioietorelee 1506 260 A es 2 768 283 
ое 1504 244 ae is 2 962 302 
оО Anes eke ale eke 1 480 239 ene ро ae 
Ukrainian SSR 
Отбор алан © 3 763 110 15 285 362, 
оО О ОТО 3 847 113 as в 15 387 365 
о Goro ra ore 3 796 112 5 ae 16 681 396 
1979 cnet ahs csceseniws ен 3 576 105 Ay she AB Pc 


Sources: As for table 2.1. 
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TABLE 2.7 


Mineral fertilizers: production and consumption in thousands of tons, nutrient content 
(Percentage distribution; total = 100) 


иди ЖЖ рр ии 


Сегтап 
Детостайс 
Republic 


Bulgaria Czechoslovakia 


Hungary 


East European 
countries 
and the 
Soviet Union Soviet Union 


East European 


Poland Romania countries 


a i en 555555 ee 


о Eat See 626 1 089 3 984 704 2 581 1729 10 713 21998 32 711 
1973 Bow encase ese 683 1 229 4 628 1 023 2 621 2 461 12 645 23 653 36 298 
Е aay ae 679 1 604 1 826 1518 3 460 1 196 10 283 7251 27 534 
1978 Cos. arate 738 1 748 1 670 1539 3 606 1480 10 781 18 420 29 201 
а 
и к о " . —53 —515 2 158 —877 —879 533 367 4 747 5 114 
1980 ик. —55 —519 2958 —516 —985 981 1864 5233 7 097 
Percentage distribution by 
kind of fertilizer 
Production 
№ 1975 Meet tes 60.7 45.5 B55) 61.8 59.4 74.7 43.9 38.8 40.5 
оц 58.6 50.9 19.3 59.5 56.1 70.0 45.2 39.3 41.4 
P,O; О 393 39.0 10.7 29.2 36.0 23.4 24.8 251 25.0 
ое. 41.4 33:5 8.9 27.2 39.2 26.8 24.3 26.0 25.4 
КО, 19752... — 15:5 75.8 8.9 4.6 1.9 31.3 36.1 34.5 
То: — 15.6 71.8 13.3 4.7 3.2 30.5 34.6 33.2 
Consumption 
М, 197 See tds: 55.9 31.8 37.1 35.5 33.0 65.9 39.3 42.5 41.3 
1978 --. 51.0 35.9 47.0 37.0 34.7 55.0 41.1 41.6 41.4 
P.O; 1975 State 36.8 26.6 24.2 28.3 25.6 28.2 26.9 27.4 27.2. 
197 Seer tt 44.6 26.6 25.8 26.6 26.3 35.3 28.8 29.1 29.0 
53 9 1 ieee 7.3 41.6 38.7 36.4 41.4 5.9 33.8 30.1 31.5 
нано 4.4 Shs 2.2 36.4 39.0 9.2 30.1 29.3 29.6 


Source: CMEA Statistical Yearbook. 


Contribution of private auxiliary farming in agricultural output 
and in peasants’ incomes 


(Percentages) 
German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Union 
1. Share in gross agricultural output .. 38 11 10 More than 28 
(1976) (1975) (1975) one-third (1971-1975) 
(1975) 
2. Share in peasants’ income ......... 28 40 25 
(1975) (1975) (1977) 


ee 
Source: С. Djachkov, A. Sorokin, “The role of private auxiliary farming”, Ekonomika sel’skogo khozyaistva, 


1980, No. 1. 


The continuous rise in energy consumption in agri- 
culture in all countries has resulted in the promulgation 
of economy measures, but growing mechanization of 
crop and particularly animal production is likely to 
increase energy consumption further. A Soviet resolution 
adopted in February 1979 55 provides for increases in the 
volume of electric power consumption in agriculture to 
between 170 and 190 billion kilowatt hours in 1985, 
which will augment the amount of electric power avail- 


55 “Оп measures for the further development of agricultural 
electrification”, Ekonomicheskaya Gazeta, No. 9, 1979. 


able per worker in agricultural production by 60 to 80 per 
cent. 


(iii) Private auxiliary farming 


All countries are paying increased attention to the 
development of private auxiliary farming. Although its 
share in gross agricultural production is declining, 
private household plots in all countries make a substantial 
contribution to total supplies, especially in livestock 
production and in the output of crops which require 
labour intensive methods of cultivation. 


The private household plots exist in a symbiotic 
relationship with the socialist sector. On the one hand, 
they draw into the production process land, labour and 
material resources that are not effectively used by the 
large-scale socialzed sector farms, and inturn supply them 
with certain inputs. They, in their turn, are supported 
by the State and co-operative farms with machinery, 
fertilizers, seeds, animal breeding stock, fodder and 
veterinary services. 


The private household plots occupy about 12 per cent 
of total agricultural land in the east European countries, 
excluding Poland, where about 78 per cent of agricultural 
land is cultivated in individual peasant holdings.** The 
share of private household plots in the Soviet Union is 
only 1.5 per cent of the total agricultural land. In both 
eastern Europe and the Soviet Union, their share of 
arable land is somewhat higher. Family labour resources 
are mobilized for the production of commodities for 
family needs and for the market—either in the form of 
direct sales to the public, or through contract arrange- 
ment with co-operative retail outlets. 


In crop farming, private household plots produce grain 
for fodder, vegetables, potatoes, and fruit. In 1976, 
they produced 62 per cent of potatoes and 27 per cent of 
vegetables in the Soviet Union. In Hungary, they produced 
50 per cent of the fruit, 58 per cent of grapes and approxi- 
mately 40 per cent of vegetables in 1975. In Bulgaria, 
private household plots produced 13 per cent of total 
grain production, 21 per cent of feed grain, 22 per cent of 
vegetables, 50 per cent of potatoes, 34 per cent of root 
plant crops, 41 per cent of fruit, and 38 per cent of 
grapes in 1977. 


The percentage share of animals held in private house- 
hold plots in total livestock has declined constantly 
since 1970 in the east European countries and the Soviet 


56 Individual peasant holdings in Poland occupied the following 
share of agricultural land in 1979: up to 2 hectares—30.5 per cent; 
from 2 to 5 hectares—30.2 per cent; from 5 to 10 hectares—25.6 per 
cent; and more than 10 hectares—13.7 per cent. (Source: Statistical 
Yearbook of Poland.) Measures were taken to create specialized 
individual farms and to concentrate land through co-operation. 
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Union, though their absolute level has remained fairly 
stable. The share of privately owned cattle declined 
from 30 per cent of the total herd in 1970 to 25 per cent 
in 1975 and to 22 per cent in 1978 in eastern Europe 
(excluding Poland),°’? and in the Soviet Union from 
25 per cent in 1970 to 21 per cent in both 1975 and 1978. 
The share of privately owned livestock in total livestock 
is considerable in Romania, Bulgaria, Hungary and the 
Soviet Union but very modest in the German Democratic 
Republic and Czechoslovakia (see text table below). 


Private household plots produce meat, milk and eggs 
partly for family needs. In 1976-1978 personal household 
plots in the Soviet Union produced 30 per cent of the 
total meat supply (of which about one-half was marketed), 
30 per cent of milk (of which 11 per cent was marketed), 
36 per cent of eggs (of which 13 per cent was marketed), 
and 20 per cent of wool (of which over 90 per cent was 
marketed). In the same period the shares of personal 
household plots in total procurements of meat in Bulgaria 
was 41 per cent, milk 24, eggs 50, and wool 21 per cent. 
Private household plots in Hungary produce 45 per cent 
of livestock output, of which half is sold on a contract 
basis. 


(iv) Policies promoting agricultural development’ 


The main policy emphasis in all countries of the region 
is directed towards achieving a more intensive use of 
resources to raise over-all and especially livestock produc- 
tion, while cutting down on present import levels of the 
farm sector’s current inputs. Improvements in the con- 
tribution of the food-processing industries to the balance 
of payments has also been called for in some countries, 
implying increased attention to food exports. Special 
plenary sessions of the party have taken place in Hungary 
and the Soviet Union (1978), and in Bulgaria, Czechoslo- 
vakia and Romania (1979), where current and long-term 


57 The share of livestock in individual peasant holdings in 
total Polish livestock in 1978 was: cattle—73.9 per cent; cows— 
87.1 per cent; pigs—74.9 per cent; sheep and goats—61.1 per cent. 
(Source: Statistical Yearbooks of Poland and the CMEA.) 


Share of livestock in private households as percentage of total livestock 
in countries of the region 


eS 


Czecho- 
slovakia 


Bulgaria 


German 
Democratic 
Republic ® 


Soviet 


Hungary Romania Union 


Cattle 
ие ие 23:7 6.5 0.8 29.9 43.2 21.1 
ТОВ» Bae. ee RS 22.0 3.9 0.9 26.3 40.5 20.6 
Pigs 
ель 30.5 10.7 Pes) 51.1 27.2 2 
о. PEST 7.6 2.6 52.3 PRP 21.6 
Sheep and goats 
19752. пак elon ae act 41.5 42.5 8.5 11.8 47.5 19.9 
ПВ рома ле 37.6 38.7 9.6 12.5 43.6 20.1 


Source: СМЕА Statistical Yearbook. 


® Livestock in private households of persons who are not members of agricultural co-operatives only. 
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developments in the agricultural sector were discussed in 
detail. 

Action has been taken in the Soviet Union to promote 
the development of farm mechanization—especially in 
the livestock industry and also in the cultivation of 
sugar-beet and some industrial crops. Other provisions 
will promote the development of the mixed feed industry, 
the production of feed additives, and also of the plant 
protection and microbiological product industries. Other 
decisions concern livestock rearing, maize selection and 
seed reproduction.°® 

Measures have also been taken to improve the economic 
and financial position of collective and State farms; debts 
were written off and other repayments postponed to a 
value of more than 11 billion roubles. Farm incomes 
were increased by over 3 billion roubles as a result of 
producer price rises introduced at the beginning of 1979 
(see below, p. 145). 

Stress continues to be laid on the development of 
joint (inter-farm) production units. About 9,000 of these 
specialized enterprises were in operation in 1979, of 
which about 3,100 for construction and construction 
materials, and 1,500 for animal and poultry farms. Some 
institutional innovations have been made. A new special- 
ized Ministry of Agricultural Construction was estab- 
lished in 1979. The production of livestock raising equip- 
ment, mixed feed and micro-biological products for 
agriculture are now managed and planned as separate 
branches. A new State corporation for agrochemical 
services was established in 1979. On the planning side, 
State procurement targets at firm, regional and Union- 
Republican level will be decided in advance for each 
year of the new five-year plan. 


In Bulgaria, a decision on management and planning 
in agriculture was adopted in March 1979.5 This provided 
for some decentralization of planning. Beginning in 1979, 
the agro-industrial complexes—which are the basic 
economic organizations in Bulgarian agriculture—will 
plan their activities on the basis of only four fixed, 
compulsory targets handed down by the central auth- 
orities. These are: commodity quotas, expressed in 
physical units, for obligatory sales to the State; new 
norms in respect of payment out of profits to the State 
budget, and for payments into the fund for “develop- 
ment and technological improvement”; the setting of 
targets for the value of imports for agricultural use, and 
for exports of produce; and objectives for economizing 
the use of basic materials, equipment and energy. The 
Ministry of Agriculture and Food Industry was reorgan- 
ized in March 1979. A National Agro-Industrial Union 
was set up; this will henceforth serve as the representative 
body for its members—co-operative and State-run 
agricultural enterprises. 


In Czechoslovakia the March 1979 Party Plenary 
Session stressed the attainment of self-sufficiency in 
grain production and increases in the share of domestically 
produced food in total supplies—particularly in respect 
of reductions in imports of grain, sugar and vegetable 


58 Т.. Brezhnev, Report on the CC of the CPSU Plenary Session, 
Pravda, 3 July 1978; Ecotass, No. 30, 24 August 1978. 

59 Т. Bozhinov, Report on the Plenary Session of the BCP 
Central Committee, Rabotnichesko Delo, 6 March 1979. 
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oils.6° The recent movement to merge farm enterprises 
has now ceased, and attention will be paid to their 
internal consolidation and réstructuring. 


In the German Democratic Republic, agricultural 
policy is also directed to increasing self-sufficiency in 
crop production (at present about 20-25 per cent of grain 
requirements are imported). The land improvement 
programme envisages the irrigation of 50 per cent of 
total arable land by 1990.61 Again, efficiency in the use 
of resources is emphasized.** Specific measures include 
the implementation of the silo construction programme 
which is expected considerably to reduce losses of crude 
fodder.** 


In Hungary a Special Party Plenary Session in 1978 
pointed out that production of coarse fodder, certain 
industrial crops and vegetables as well as sheep rearing, 
have failed to attain required levels. The lack of balance 
between production, processing, cold storage facilities 
and marketing, was underlined. Special attention was 
paid to maize, pig and poultry rearing and better use of 
fodder. 


Since 1970, Hungary has concentrated on developing 
industrial-type production units, which now number 
70 in all. They cultivate more than 33 per cent of arable 
land; in 1977, they accounted for 64 per cent of the 
total area sown to maize in State and co-operative farms, 
39 per cent of wheat, 15 per cent of sugar beet, and 57 per 
cent of sunflower acreages. In the same year, 35 per cent 
of milk cows, 43 per cent of slaughter livestock, and 
60 per cent of sows were located in these enterprises, and 
yields and efficiency were considerably higher in com- 
parison with farms of other kinds. 


The system of long-term contracts for the supply of 
agricultural produce, which covered 43 per cent of 
agricultural output in 1978, is to be strengthened. A 
mixture of short- and long-term contracts will continue 
to dominate transactions between private household 
production sold to co-operative and State farms and 
enterprises. With regard to the introduction of competitive 
pricing announced for the beginning of 1980, it was 
recognized that this could not be applied to the agricultural 
sector. Certain other privileges will be extended to the 
farm sector. From 1 January 1980 State support for large 
farm investment projects is to be reduced, but farms will 
pay the lowest (7 per cent) rate of interest for credit. 
Moreover State support of up to 40 per cent of cost may 
be granted for the construction of cattle, pig and sheep 
raising enterprises. 


The key problem in Polish agricultural policy at this 
stage is the reduction of agricultural imports.*4 The attain- 
ment of a higher degree of self-sufficiency in agricultural 
products could provide an important offset to the high 
level of external claims on foreign currency earnings 


80 Report of the Presidium of the CPC Central Committee 
on the Implementation of the Conclusions of the 15th Congress 
and the Future Tasks in Agriculture and the Food Industry, 
Rudé Ридуо, 23 March 1979. 


61 Law on the Five-Year Plan 1976-1980, Gesetzblatt der DDR, 
I No. 46, 1976. 


82 Report by the Politburo to the SED Central Committee, 
11th Session, Neues Deutschland, 13-14 December 1979. 

83 Neues Deutschland, 15 October 1979; Bauern-Echo, 13 and 
17 December 1979. 


84 Report of the Central Committee to the 8th Congress of 
the PUWP, Trybuna Ludu, 12 February 1980. 7 
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(debt service ratio): Under the provisions of a long-term 
development programme to 1990, Poland will concentrate 
on cutting imports of grain and fodder and move to 
balance its foreign trade in farm production. General 
measures have been announced to increase the supply 
of materials and improve the qualifications of farm 
workers. Policy continues to emphasize the leading role 
of State farms, which occupy some 17 per cent of the 
arable land. They will continue to supply the bulk of 
high quality seeds, breeding livestock and other inputs 
to co-operatives and to the private farm sector, which 
numbered some 118 thousand holdings in 1979. 

In February 1979 the Romanian Party Plenary Session 
adopted a decree of which the object was to improve 
the planning and management of agriculture, and to 
establish general State and co-operative agro-industrial 
councils in order to increase agricultural output.** These 
councils now number some 709, and cover agricultural 
machinery organizations, State and co-operative farms, 
specialized inter-farm enterprises, agricultural raw mate- 
rial processing enterprises, scientific research, and the 
selection and training of key workers, etc. Within the 
councils, the various farms and other enterprises and 
organizations can better co-ordinate their activities while 
at the same time maintaining their independent role in 
plan determination and fulfilment. 


Producer and procurement prices of agricultural produc-. 


tion were adjusted in several countries in 1979 to com- 
pensate for increasing costs of production, and also in 
accordance with policies to reduce budget subsidies to 
enterprises and to facilitate the establishment of cost- 
accounting systems in agriculture. In the Soviet Union, 
State procurement prices were raised for milk, cream 
and butter (all by 14 per cent), wool (18 per cent), sheep 
and goats (by 11 per cent), potatoes (by 38 per cent), 
and vegetables (by 9 per cent). The increases, which 
were implemented on 1 January 1979, were also accom- 
panied by rises in the price of Persian lamb and raw 
Astrakhan hides. No increases in retail prices were 
announced, however, and there will hence be some rise 
in the budgetary cost of subsidies to consumers on these 
items. They will go some way to reduce the impact of 
rising costs on farm finances, virtually all items of which 
have increased in recent years.® 


The system of wholesale prices in Bulgaria has also 
received attention and an attempt been made to realign 
them with recent changes in factor input and world market 
prices. The practice of large-scale budget subsidization of 
agriculture enterprises was criticized in the March 1979 
Party Plenary Session. New purchase prices were an- 
nounced to take effect from 1 January 1980, as a result of 
which the subsidization of enterprise budgets will be 
reduced and will disappear in the near future. New retail 
prices for foodstuffs were implemented on 12 November 
1979 in accordance with the adjustment in wholesale 
prices. 

The Czechoslovak price system was adjusted in 1979, 
when State purchase prices of various categories of 
livestock and of milk were raised with the object of raising 


85 On the аи development of Socialist Poland, on the well- 
being of the Polish people. Warsaw 1979. 

66 “Implementing the Unitary Planning and Management of 
Agriculture”, Agerpress, 3 February 1979. 

67 See В. Gumnerov “Procurement Prices and Stimulation of 
Agricultural Production”, Planovoe Khozyaistvo, 1979, No. 3. 


farm revenues on these items by about 16 per cent (equal 
to 5.1 billion crowns). The price changes will improve the 
financial position of farms in hill and mountain zones, 
increase profitability in pig and sheep farming, and stim- 
ulate the use of domestic resources of roughage. The price 
of fodder mixes is also to rise (by an average of 13 per 
cent), which should encourage use of domestically pro- 
duced protein and roughage feed. Mineral fertilizer prices 
were also raised by 15 per cent.®* 


Wholesale prices for agricultural produce are being 
increased in Hungary in two stages, to be implemented on 
1 January and 1 July 1980. Prices for crop production 
(wheat and vegetables) were increased by 6-9 per cent 
and for livestock production by about 14 per cent. The 
prices paid for cattle will rise by 8.2 per cent, pigs—by 
9.2 per cent, sheep—by 13.2 per cent, poultry—by 15.9 
per cent, milk—by 7.0 per cent and fish—by 27.7 per cent. 
These two series of increases will together raise the over- 
all procurement price index by 11 per cent. 


The gain to farmers will be partially offset by rises in 
the prices of certain inputs: mineral fertilizers and plant 
protection chemicals—by 25 per cent; protein fodder—by 
25-30 per cent; machinery and equipment—by 25 per 
cent; and spare parts—by 23-28 per cent. 

Adjustments in the prices of agricultural products and 
some input factors were also made in Poland and Romania. 

A long-term special programme of co-operation in agri- 
culture and the food industry,”° was adopted at the thirty- 
second CMEA Session, with the objectives of ensuring 
self-sufficiency in the main food products of the region 
and the creation of buffer stocks. In crop production the 
objective is to attain average production levels equal to 
one ton of grain per capita. High priority is being accorded 
to plant breeding for all main crop varieties. 

In livestock production, animal breeding and selection 
is also given high priority—including the creation of gene 
banks for cattle; and an international poultry centre is 
to be set up. 


A long-term purpose-oriented co-operation programme 
was set up to improve equipment and materials used in 
agriculture and the food industry. A new 150 hp tractor, 
new types of self-propelled grain and silage harvesters 
and machinery and equipment for livestock raising will 
be developed jointly, and joint capacities for the produc- 
tion of a 300 thousand ton/year feed yeast are being set 
up. The production and export of sugar, vegetables, fruit 
(including citrus fruit) and cotton will also be promoted; 
in the case of citrus fruit, plantations and processing 
facilities in Cuba will be expanded and virgin lands in 
Mongolia will be developed. 


(v) Trends in crop production 


Total grain output in east European countries in 1979 
fell by 7.2 million tons from the previous year’s level. In 
the Soviet Union it declined 58.2 million tons below the 


8 Zemedelske Noviny, 27 October 1979, Rudé Prdvo, 31 October 
1979. 


69 Népszabadsdg, 10 October, 1979, р. 10. 

70 Ekonomicheskoye sotrudnichestvo stran-chlenov SEV, 1978, 
No. 4, p. 53; B. Frumkin, “Specialization of the CMEA countries 
in the sphere of food production”, Voprosy Ekonomiki, 1979, 
No. 10. 
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record 1978 harvest. For the whole region, grain output 
in 1979 totalled 254.5 million tons, and although this 
figure was over 20 per cent below the harvest gathered 
in 1978, it was about equal to the annual average of grain 
output in 1971-1975 (table 2.8). 

The total sown area under grain in 1979 in eastern 
Europe and the Soviet Union increased by about 0.9 per 
cent in comparison with the previous year, though it 
decreased slightly in Czechoslovakia and Hungary. Con- 
siderable changes were made in the distribution of the 
total sown area between different types of grain. This 
reflected both attempts to increase the production of feed 
grain and also the resowing of areas which were affected 
by the hard winter and spring floods. The area under 
wheat was reduced by 8.3 per cent, but in Bulgaria and the 
German Democratic Republic it increased by 2.3 and 
10 per cent respectively. The area under coarse grains 
increased in aggregate by 9.3 per cent, within which the 
share of barley rose by 15.9 per cent, and maize by 22.5 
per cent. In the Soviet Union the grain maize area rose 
by 55.1 per cent, in Bulgaria by 16.5 per cent, in Romania 
by 6.7 per cent and in Hungary by 5 per cent. 


Gross output and sown area under grain and pulses in eastern 
Europe and the Soviet Union in 1976-1979 


(Indices, 1971-1975 = 100) 


Total output Sown area 

Bulgariawyes Mow па, toe tes ous ate 107.8 101.5 
Czechoslovakia’: ны 106.1 101.2 
German Democratic Republic .......... 102.4 105.5 
Hungary aves ss tities eae lars ele one 107.3 94.4 
Poland ее 93.3 95.3 
ROMANIA ach esc ши 128.4 103.3 
IBastermm EULOpe en ci eerie netic 107.1 99.3 
Soviet. Unions Bee Псы 115.1 103.9 
а ao ker tates oes 112.8 103.1 


Sources: CMEA ‘Statistical Yearbook and 1979 plan-fulfilment reports. 


Despite the bad harvest in 1979, the annual average 
total grain output for the 1976-1979 period surpassed the 
1971-1975 annual average by over 5 million tons (7 per 
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cent) in eastern Europe, by over 27 million tons (15.1 per 
cent) in the Soviet Union, and by 32 million tons (12.7 per 
cent) in the region as a whole. Around 76 per cent of the 
annual average increment of grain production was due 
to yield increases and the remainder to increases in the 
area sown to grain and pulses. 


The partial data published for grain production allow 
only preliminary conclusions to be drawn about the situa- 
tion by type of grain in 1979. Wheat production was 25 per 
cent below the previous year’s level in the Soviet Union, 
by 33 per cent in Czechoslovakia, by 35 per cent in 
Hungary, by 30 per cent in Poland and by 25 per cent in 
Romania. The wheat harvest fell below the 1978 level in 
Bulgaria as well. The unfavourable weather conditions 
summarized in the first part of this section had no adverse 
effect on maize production, which increased sharply in 
the three biggest producers of the region: by 45 per cent 
in Bulgaria, by 21 per cent in Romania, and by 11 per 
cent in Hungary. 


Vegetable and fruit production was better than in the 
previous year for some countries. Potato production 
increased by 12 per cent in the German Democratic 
Republic, by 6.3 per cent in Poland, and by 4.9 per cent 
in the Soviet Union, but it decreased in Czechoslovakia by 
6.3 per cent (table 2.9). Vegetable production was 17 per 
cent up on the previous year’s performance in the German 
Democratic Republic and rose by 9.4 per cent in Czecho- 
slovakia and by 4 per cent in Poland; it declined by 5 per 
cent in Bulgaria, by 7.5 per cent in the Soviet Union and 
by 4.6 per cent in Romania. Fruit production more than 
doubled in the German Democratic Republic but remained 
16 per cent below the 1978 level in Czechoslovakia and 
32 per cent below in Romania. 


Production of industrial crops varied widely by crop 
and by country. Sugar-beet production increased only 
in Bulgaria, Czechoslovakia and Romania—by 26.1, 5.0 
and 2.8 per cent respectively. It decreased in the Soviet 
Union by 18.7 per cent and in the German Democratic 
Republic by 2.6 per cent. The production of oil seeds 
nearly doubled in Hungary—increasing by 85 per cent, 
but it fell nearly as abruptly in Poland—by 64 per cent— 
following bad weather. 


A further rise in cotton production took place in the 
Soviet Union. The 1979 harvest was a record in all the 
main cotton-producing regions and output rose in total 
by nearly 6 per cent (see text table below). 


Soviet cotton production 
(Thousand tons) 


Ф—Ш SSSSsSsSssSs 


Annual 
average 


in 
1971-1975 1976 


Annual 
average 


in 
1976-1979 


Indices 
(1971- 


1977 1978 1979 бо) 


м 


оао ccs 7 667 8 278 
Of which: 
Uzbekistan). aa- chee 4 895 5 335 


8 758 


5 676 


8 499 9 160 8 674 113.1 


5 500 5 720 5 558 113.5 


м 


Sources: As for table 2.1. 


(Output per year in million tons; yields in quintals per hectare) 


Grains: Total 


—_—— es ———_—_—_—_——_—_—_ 
a 


Yield 


Country and period Output 
Bulgaria 
> 8.56 
197 TR Rises oly ве 7.67 
ое 7.58 
1979 Bere ие Se 8.46 
Plan 1976-1980 .. 9.30-9.60 
Czechoslovakia 
пб ео: 9.24 
Ен 10.46 
к 11.12 
11.20 
О о Oe 9.22 


Plan 1976-1980 .. 10.6-11.0 


German Democratic Republic 


О биотин 8.25 
аа 8.77 
р ея 9.91 
ее 8.93 
Plan 1976-1980 .. 9.70-10.75 
Hungary 
а 11.49 
NOT estarcta ce crerets 12.44 
MOT Sears cc nec 13.53 
OHSS ee ota SOO 12.31 
Plan 1980....... 14.00 
Poland 
Об оо 21.09 
О 19.60 
я 21.79 
1979 oo. xcs sree sks 17.344 
Plan 1980 ...... 24.00 
Plan 1976-1980 .. 24.00 
Romania 
976% пл. зчке 19.88 
О ао 18.71 
еее 19.08 
Е 19.28 
Plan 1980....... 26.00 


Plan 1976-1980 .. 20.0-22.4 


East European Countries 


197 Gor ceastas se sieve 78.51 
ее... 77.65 
NOT So hes dee ee 82.74 
1979 S95. ORS 75.54 
Soviet Union 
Об ieee Oe 223.76 
ное 195.73 
Я 237.18 
197 D8 tend леыье 179.00 
Plan 1980....... 235.00 
Plan 1976-1980 .. 215-220 
Byelorussian SSR 
Тб еее 7.40 
Тоесть 6.62 
ЕВ 7.28 
оо. Sass 4.58 


Plan 1976-1980 .. 9.0-10.0 


Yield 


33.6 


PENA 


TABLE 2.8 


Production and yields of grain crops 


Wheat 
Output Yield 
3.51 38.2 
3.38 37.2 
3.47 37.1 
3.32 34.8 
4.81 37.6 
5:21 40.5 
5.60 44.0 
34% 33.7 
2.71 35.6 
2.91 39.8 
3.15 45.9 
ЗЕ 43.7 
5.15 38.8 
ays Ps 40.5 
5.67 42.8 
3.70 32.6 

A 39-40 
S215 31.4 
Seay | 28.9 
6.03 32.6 
4.20 27.0 
6.77 27.9» 
6.51> 28.2» 
6.30 27.1» 
4.72 22.0 
7.96 P 

28.70 33.6 
28.64 34.2 
30.22 36.0 
22.79 30.9* 
96.88 16.3 
92.16 14.8 
120.82 19.2 
90.10 15.6 
0.42 29.6 
0.38 27.6 
0.49 28.8 
0.31 18.6 


Output 


0.02 
0.02 
0.02 
0.02* 


0.56 
0.64 
0.63 


0.55 


neem: 
" SSRS 


0.16 
0.14 
0.14 
0.13* 


6.92 
6.25 
7.43 
5.20 


12.0 
11.8 
14.5 
15.0 


30.1 
30.3 
337 


24.3 
26.6 
291 
27.0 


16.8 
15.6 
17.5 


23.6 
20.1 
24.5 
18.1 


23.8 
21.5 
25.6 


15.5 
12.7 
17.6 
12.5 


24.4 
23.2 
26.7 
16.6 


Barley 
Output Yield 
1.78 34.0 
1.48 28.0 
1.49 31.4 
1.51 32.3 
2.90 33.8 
3.21 37.5 
3.64 39.6 
3 60 34.6 
3.46 36.0 
3.68 36.9 
4.14 40.0 
3.32 35.1 
0.75 32.7 
0.71 31.5 
0.76 33.8 
0.50* 
3.62 29.9 
3.40 27.5 
3.64 30.2 
3.73 25.4 
1.23 30.1 
1.86 : 31.2 
2.31 31.9 
2.04 26.4 
2.85 ae 
13.74 32.7 
14.34 32.3 
15.98 34.9 
14.70 
69.54 20.3 
52.69 15.3 
62.08 19.0 
50.00* 
3.81 31.4 
3.15 25.1 
3.45 27.4 
15.6 


2.03 


Oats 


— 


Output 


0.06 
0.09 
0.08 
0.07 


0.38 
0.45 
0.45 


0.41 


Yield 


14.6 
15.3 
14.9 
12.3 


19.2 
26.1 
30.1 


27.4 


26.6 
26.9 
39.0 
38.4 


22.4 
20.2 
27.9 


24.2 
23.3 
24.2 


20.0. 


12.2: 
11.3 


11.9 


‘10.2 


23.0 


23.2 
25.8 


16.1 
14.1 


15.3 


Maize 
Output Yield 
3.03 41.3 
2.51 35.7 
2.24 37.1 
3.21 47.6 
0.51 36.0 
0.79 47.0 
0.62 43.0 
0.99 51.0 

= 22.1 
= 47.5 
— 34.3 
— 30.0 
5.14 38.1 
6.01 46.4 
6.65 51.3 
7.40 54.2 
ay 48-49 
0.23 44.0 
0.23 . 40.5 
0.12 36.4 
0.18 39.0 
‚ 11.58. 34.1 
10.11 . 30:4 
10.21 32.1 
12.40. 37.2 
ISOPEGOSN - 
20.49 35.8 
19.65 35.2 
19.84 37.4 
24.18 hi 
10.14 30.6 
10.98 32.5 
8.95 35.2 
8.40 21.4 
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TABLE 2.8 (continued) 


Production and yields of grain crops 
(Output per year in million tons; yields in quintals per hectare) 


en acc me a 


Grains: Total Barley Oats Maize 


—— 
ee 


Output Yield Output Yield Output Yield Output Yield Yield Yield 


ee ee ee ee eee eee С ee a ee eee 


Country and period Output Output 


Ukrainian SSR 


1976 hirer: уе 44.57 27.9 14.44 31.1 1.35 19.4 17.31 29.0 2.05 22.7 4.89 28.6 
ео 48.52 27.9 27.62 31.9 1.42 17.9 9.22 25.1 1.54 21.0 5.05 29.5 
1978 Betaeystayscs  uves 50.61 30.3 29.19 35.2 1.39 20.6 10.88 27.9 1.66 23.0 3.80 32.0 
99 ие мене 34.0 a aS $ и bys 
Plan’ С но обосо 50.0 
Plan 1976-1980 .. 46.0 

East European Countries 

and the Soviet Union 

1976s Shae ws 302.27 19.7 125.58 18.5 23.11 18.0 83.28 PAA 21.90 17.0 30.63 34.0 
OTT AON cs stele 273.38 17.6 120.80 17.2 17.17 16.0 67.03 11672 22.04 15:1 30.63 34.3 
1978 иены 319.92 20.8 151.04 21.2 23.73 20.3 78.06 20.9 22.27 16.4 28.79 36.7 
1979. ьеньь 254.54 16.5* 112.89 17.4* 15.83* 64.70 17.30* 32.58 Sie 


Sources: As for table 2.1. з Excluding pulses. > Including rye. 


The production of hay and roughage in 1979 in most 
of the countries was better than in previous years. In the 
Soviet Union, total fodder production was considerably 
below the 1978 level. Fodder deficits were compensated 
partially by imports of coarse grain and other feed. 
During 1976-1978, the average annual net import of feed 
grain into Bulgaria, Czechoslovakia, the German Demo- 
cratic Republic, Hungary and Poland amounted to 9.3 
million tons. Romania was a net exporter of coarse grain 
(see text table below). 


Annual average net imports of coarse grain in 1976-1978 


Total of which: Maize 


= Вана. зал? 412 207 
@zechoslovakideniiad scree ae 1 393 774 
German.Democratic Republic .. 3 170 1 505 
Вова oe? Sen ib 135 —272 а 
Poland ..... ЕСИ о 4 214 1728 

"Еацеги Вогоре nee ее. 9 324 3 942 
Зомен ор ее... А. 12 959» 11 376» 


Sources: CMEA Statistical Yearbook, Wneshnyaya Torgovlya SSSR v 1976 
gody. 
® Net export. 


> 1976 only; the 1978 Soviet Foreign Trade Yearbook contained no reference 
to tonnages of grain imported in 1977 or 1978. 


The tendency to expand further the area of agricultural 
land under fodder crops which occurred in the past cannot 
be continued indefinitely. It is unlikely that any substan- 
tial redistribution of agricultural land currently under 
non-grain fodder crops will take place. As shown in the 
text table below, the share of land producing fodder in 
total agricultural land in the region has remained stable 
over a number of years. Small fluctuations in the cropping 


structure in individual years resulted from changes in 
climatic conditions rather than from policy decisions. 


Changes in the share of fodder crop land 
in total agricultural land 


(Total agricultural land = 100) 


A = East European countries 
B = Soviet Union 


1975 1976 1977 1978 
1. Area sown to barley, grain 
maize, oats and pulses 
Agios tome Scie ee eee Hi (eh 20.2 20.1 19.7 
ее dens ее 10.5 10.7 10.0 10.4 
2. Area sown to roots, silage, 
maize, green fodder, cultivated 
grassland, etc. 
Neer ERE CTS AME 13.5 13.3 13.4 13.6 
В 12.0 12.0 11.5 11.9. 
3. Natural © meadows and 
pastures 
АО... Е. 23.9 24.2 24.2 24.0 
В. А. 57.9 57.9 58.0 58.2 


Source: СМЕА Statistical Yearbook. 


The share of land directly supplying fodder in the Soviet 
Union differs sharply from the pattern in eastern Europe, 
due to differences in geographic and climatic conditions. 
Romania, Hungary and Bulgaria allocate a relatively big 
share of arable land to maize and barley. The Soviet Union 
and Czechoslovakia pay more attention to cultivated 
grassland, maize for silage and green fodder and roots, 
while Poland and the German Democratic Republic sow 
relatively more arable land to potatoes. 
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TABLE. 2.9 


Production and yields of non-grain crops 


(Output in thousand tons ; yields in quintals per hectare) 


м ое a RS 


Potatoes Sugar-beet Oilseeds Raw cotton 
Пезе!а Ме; Fruit pee an ee ee ee i ee ee ee) ee ee 
Country and period Output Yield output output Output Yield Output Yield Output Yield 
А ee 
Bulgaria 
TOTO sees SE, Ae. OF BEG 351 119 1 587 2 233 2 327 332 463 16.0 3.3 1.3 
LOTT, SU ae. Зои, LEG. 383 112 1 617 1775 1751 249 516 16.6 13.1 7.0 
LOR Sree oh Gh Rees an Ot. 391 105 1 760 2 030 1 600 264 494 14.9 15.9 8.8 
ну о ats в 444 113 1 673 1 834 2017 332 415% 18.04 19.0 11.7 
Czechoslovakia 
LOT Gee сои er oy BIRO 4214 176 829 671 5 249 244 147 17.5 
HM < cock PSC See ос 3 760 159 1 133 574 8 202 380 186 18.7 
DOT See аи 3 995 180 1 088 687 7 258 333 195 18.0 
а ое и челн. ays 3 743 173 1 190 577 7 617 348 130* 
German Democratic Republic 
LD LOM eee, tage ere, tae oe Se Ieee 6 816 114 934 615 5 001 191 327 24.2 
о а 10 313 176 1527 480 7 424 319 И РЕ) 
О сео ee etc ce ae ot 10 777 186 1279 483 6 769 290 330 24.5 
О ко 4% 12 066 220 1500 1 100 6 596 260 214 17.2 
Hungary 
а Ев 1396 121 1 613 2224 3 943 305 324 12.2 
И еее howe о 1 650 135 2024 2 526 3 890 319 372 13.8 
TOTS es coe ete es Sete cae 1 829 162 1 786 2 179 4192 342 400 14.1 
DOT DEE tele Ne Sh leeke oRieteles oie 3 900 353 5 
Poland 
TO TOTS es oes bets oes И. 49 951 203 3 783 1 865 15 107 272 996 24.2 
LOTTO ae As ons ЛО. У. ль 41 148 169 3 836 1 637 15 640 294 721 17.5 
STS Aamo de cies baw case esas 46 648 198 4401 1 730 15 706 300 716 19.9 
О ила ee 49 600 203 4 575 1 791 14 200 311 256 12.5 
Котата 
1976... бак мае bene 4 788 159 3 593 2886 6 911 294 1084 13.7 0.1 0.2 
OT ное ree 4 207 137 3 244 2915 6 246 245 1059 13.3 0.5 2.6 
[STS tcc. нее 2$, < 4 465 148 3 662 2 636 5 845 235 1132 13.8 1.0 5.4 
ОО рые зе 4 566 152 3 500 1 796 6 008 232) 8899 17.1 oe 
Planed 980 сова 5 100 5 170 2410 9 375 1 1844 о 
Eastern Europe 
а и syd +: Sysnpasnaasying 67 516 180 12339 10494 38 508 263 3 341 16.9 3.4 1.1 
а ЕЕ еее ca, еее > 61 461 165 13 381 9 907 43 153 302 3 171 15.7 13.6 6.6 
ое вене 68 105 190 13 976 9 745 41 370 294 3 267 16.0 16.9 8.4 
Soviet Union 
его а 85 102 120 24991 15260 99 872 266 5 989 10.1 8 278 28.1 
ое жа 83 652 118 24149 15275 93 099 248 6 619 11.0 8 758 29.3 
GTS eee tein caters ore wrclere es ss asi 86 087 122 27902 14393 93 483 248 6 210 10.4 8499 28.0 
о а 90 300 25 800 76 000 9 160 с 
О 28 400 95 000- 7 600 9 050 
98 000 
Byelorussian SSR 
Об рен обо 14 126 167 699 541 1067 216 
ПО еее Ь зада 11 314 138 637 429 1351 261 
ео о ПВ 14 514 180 796 622 1320 
ее iat os a's 15 230 191 778 412 1 387 267 
Ukrainian SSR 
WOT Genet ccc cette scene 23 724 138 8 213 3 927 61 840 345 2111 12.3 
NOTTS: at CORO Cee a sec te sce 18 805 110 6 944 4 599 55 467 310 2 675 15.7 
Зона. Хх 23 917 140 8 337 2883 56 221 310 2430 14.3 
ПО И. О.И 23 100 6 900 3 47 000 ye 2 640 : 
Soviet Union and Eastern Europe 
Об ПЕ а 152 618 141 37330 25754 138 380 265 9 330 11.8 8 281 27.8 
OT TS Mele Са ОН 145 113 135 37 530 25 182 136 252 261 9 790 12.2 8772 29.1 
ПОТ. п. 2-66. wes 154 192 145 41878 24138 134 853 261 9 477 11.8 8516 27.8 


Sources: As for table 2.1. в Sunflower only. 
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Food-processing industry by-products (molasses, mill- 
ing and brewery wastes, meal and bone meal, milk whey, 
and urban food wastes) are not yet fully utilized in animal 
feeding. The ECE secretariat estimates that these industrial 
by-products accounted for only 2.6 per cent of total 
fodder consumption (in feed units) in the European 
CMEA countries. In the Soviet Union, the share of fish, 
bone and meat meal and fodder yeasts in mixed feed 
production increased from 28.4 per cent in 1970, to 35.5 
per cent in 1975 and 53.6 per cent in 1978.” 


Meadows and pasture land have important potential 
for green fodder and hay production. The Soviet Union 
has particularly large resources in this category which 
are, however, markedly under-utilized. Meadows and 
pastures account for 58 per cent of total agricultural land 
in the Soviet Union, but their contribution to total fodder 
supplies is only 30 per cent—reflecting the very low yield 
per hectare. Work is being carried out to improve some 
17 million hectares of meadow and pasture land (5.3 per 
cent of the total). The current five-year plan specified the 
drainage of 4.7 million hectares and the installation of 
livestock watering facilities on 37.6 million hectares. Over 
the next five-year period, the Soviet Union envisages 
basic land improvement work (irrigation or drainage) on 
12.4 million hectares and the provision of water supplies 
to 27.3 million hectares of desert, semi-desert and moun- 
tain terrains. 


Share of grain, roots and roughage in basic domestic fodder 
production in 1978 


Grains and Root fodder 


pulses crops Roughage 

Bul gariay ее 55.4 2.5 42.1 
@zechoslovakia’ 7 ieee see 35.7 4.4 59.9 
German Democratic Republic ... 42.6 14.1 43.3 
AUN Lary ay ae cs sche ate Bin awe ened 61.2 2.9 35.9 
Roland о ИЖЕ. ВУ. 36.1 23.1 40.8 
Romana по 65.5 7.6 26.9 
Назон оо ре einer ee 46.0 13.1 40.9 
Ки WMC Gos csneasdbodsoads 38.7 6.8 54.5 

Total ee eee ees 40.7 8.6 50.7 


Source: CMEA Statistical Yearbook. 


Note: Basic domestic fodder production includes: feed grains and pulses 
(nutrient coefficient weighting = 1.0); potatoes and feed roots (nutrient coef- 
ficient weighting = 0.2) and roughage (nutrient coefficient weighting = 0.4). 
Roughage includes only hay from cultivated grassland (annual and perennial), 
together with silage maize and green fodder. Estimates by the ECE secretariat 
indicate that these items account for 68-72 per cent of total domestic fodder 
consumption (in standard oat-based feed units) in eastern Europe and the Soviet 
Union together—the rest (28-32 per cent) being accounted for by grazing, 
domestic waste, micro-biological industry feed additives, and of course imported 
grains, oilseeds and other feed items. 


All countries have made structural adjustments in their 
fodder balances in recent years (see text table above). The 
share of grain and pulses remains over-large while coarse 
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Growth of micro-biological production for agriculture in the Soviet Union 


1970 1975 1978 

1, Fodder micro-biological protein production avail- 
able for feed use, thou. tons ............sceccce 261 674 918 
2. Fodder antibiotics in batsitratsine units, tons.... 454 1 288 1 536 
3. Feed yeast, standard units, tons................ 235 1 672 2514 
4. Micro-biological plant protection products, tons. 510 4 900 5 000 
D2 уме О 60 1760 4 790 


‚ боигсе: М. Shcheblykin, “Development of the combined fodder and micro- 
а ааа for agricultural industrialization”, Planovoe Khozyaistvo 
о. 6, ; 


Recent economic developments in eastern Europe and the Soviet Union 


fodder reserves are under-utilized. Grain and pulses are 
the basic fodder in Romania, Hungary and Bulgaria. In 
Czechoslovakia, the German Democratic Republic and 
the Soviet Union roughages account for more than 50 per 
cent of domestic fodder production. Poland uses a lot of 
potatoes. A shift from grain and pulses to coarse fodder 
is noticeable in east European countries, but further 
changes in structure will be limited by climatic conditions, 
herd structures and local traditions. 


Another type of structural problem concerns the avail- 
ability of protein in current feed output. Some countries 
of the region are attempting to make good the shortfall 
by increasing green fodder and summer grazing, and by 
paying more attention to the cultivation of grain, pulses 
and perennial grasses such as clover, lucerne and lucerne- 
grass mixtures which are rich in cheap digestible proteins 
—so far with only limited success. 

Mixed feed production is organized in specialized State 
enterprises, in inter-farm enterprises and in specialized 
sections of big livestock farms. The number of fodder- 
processing enterprises, and their production capacity has 
increased considerably in the Soviet Union. At the 
beginning of 1977 there were more than 2,000 such pro- 
duction units in the RSFSR alone. Their total production 
of mixed feed was 24.6 million tons in 1970, 46.2 million 
tons in 1975 and is planned at 77.5 million tons in 1980. 
This would account for 15.2 per cent of total fodder 
consumption (in feed units). State feed-processing enter- 
prises in Bulgaria increased feed deliveries to livestock 
farms from 1.55 million tons in 1970, to 2.47 million tons 
in 1975 and 2.93 million tons in 1977. The mixed-feed 
industry in Czechoslovakia now has a capacity of 7.5 
million tons. 


(vi) Livestock and livestock output 


Livestock numbers in 1979 continued to increase. 
Available data show a slight increase in the number of 
cattle in Bulgaria, Czechoslovakia, the German Demo- 
cratic Republic and Romania. The cattle herds in Poland 
and the Soviet Union increased by 600 thousand and 
1 million respectively. Romania has plans for a remarkable 
rise—about 17 per cent—in cattle numbers between 1979 
and 1980 (see table 2.10). During the last two years most 
countries have announced measures aiming at increasing 
cattle herds. 


The number of pigs increased in 1979 in all countries 
except Czechoslovakia and Poland. Sheep and goats 
increased ‘in Bulgaria, Romania and the Soviet Union: 
these three countries account for about 95 per cent of the 
total sheep herds in the region. Romania has plans to 
increase the number of sheep in 1980 alone by 20.7 per 
cent. Despite feed shortages, the maintenance of the size 
of herds is a priority in all countries of the region. 

The structure of herds varied by country, and was 
determined partly by planned development strategies, 
partly by feed availability (see text table above). The 
structure of herds in Bulgaria and Hungary was rather 
similar—and in both cases differed markedly from the 
structure in the region as a whole. Their share of cattle 
is relatively modest while that of poultry is the biggest in 
the region. Czechoslovakia, the German Democratic 
Republic and Poland concentrate primarily on cattle and 
pig farming, while in the Soviet Union the share of cattle 
is by far the biggest in the seven countries. 
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TABLE 2.10 
Livestock and livestock output 


cog eS negra nin alee OS к ИЕ, a 


Livestock (thousand head) Livestock output (thousand tons) 
Cattle ee gold a Meat Milk Eggs 
—————————— jeep conventio м———— illi 
Country and period of which: Pigs and goats units ® of which: и rie re 
Total cows Total poultry 


aes Fl a ae a AE о, a 


Bulgaria 
Во ПН 1787 721 3 456 10 031 4 319 Tee 130 1 816 1 816 33.8 
BOTT Mas eee che. eee 1 797 724 3 399 10 470 4 383 704 149 1929 1 993 34.0 
OTS и... 1818 743 3 772 10 479 4 498 726 158 2 003 2174 34.3 
ем 1839 733 3 830 10 913 te 767 9 2 202 2 302 35.0 
Czechoslovakia 
О Shoes ene 4 654 1 898 6 820 895 6 627 1 322 141 5 485 4 492 3.6 
Lape N en itr Siar Asters 4758 1 898 7 510 924 6 908 1383 152 5 601 4 639 3.8 
р И 4 887 1909 7 601 937 7 059 1520 161 5 707 4 690 4.0 
Ст. ро Ще © 4 914 г. 7 588 942 Re 1 559 an 5 730 4 732 3.9 
German Democratic Republic 
UCU. a ee ee 8 5 471 2 146 11 291 1912 8 755 1 808 131 7 393 2 10.6 
А И. 5 549 2 158 11 757 1961 8 948 1767 134 7 209 5 266 10.4 
1 O78 eee aye aa oes 5 572 2 141 11 734 1994 8 989 1809 135 7 405 5 219 11.0 
ОР eae 6 5 596 2 124 12 132 2004 = 1 821 140 7172 5 206 11.3 
Hungary 
OW oh. oo SOO eee 1 888 766 7 854 2 364 5 448 1 324 308 1941 3 995 8.6 
OE hy ops cine 1949 781 7 850 2 630 5 536 1467 320 2151 4 528 9.9 
нь о ВЕ 1966 790 8 011 2 876 5 647 1 525 342 2 348 4748 10.8 
О eto che os es aoe a Se 8 331 3 000* 365 1 556 a 2 465 
Poland 
Тб ces eae 12 002 5 786 16 766 31516 18455 2 896 294 16 534 8 020 10.6 
LW heey aE bin coe een, 12 359 5 879 20591 3593> 19895 2891 320 16 941 8 494 12.3 
1978 а Е 12 409 5 929 21 108 3704> 20021 3 149 358 17 066 8 531 12.8 
1979 Реки 13 036 < 6 049 20 614 < 4 221 ре 3 275 ue 16 964* 8 700 13.6 
Romania 
ие. 6 351 2569 10 193 14 775 11 780 1426 303 4981 5 670 32.0 
NOT Tee Non cso cis ‘ele 6 306 2 580 9 744 14 867 11 556 1 503 338 5 392 5 794 34.7 
О, Soe ces oe 6 511 2 670 10 337 16 024 12 243 1 533 356 5 597 6 292 37.5 
О.о. 6 513 2 682 10 899 16 195 м. 1 674* a 5 608* 7110 38.6 
Planst98O0 as cee eek 7 650 40002 13000 19 550 bey ae ия ae 7 220 54.0 
Eastern Europe 
Обь 32 153 13 886 56 380 33 128 55 384 9 508 1 307 38 150 29 210 99.2 
LOT To At ots o-c oie sete 32 718 14 020 60 851 34 445 57 226 9 715 1413 39 223 30 714 105.1 
еек Ао УЕ 33 163 14 182 62 563 36 014 58 457 10 262 1510 40 126 31612 109.3 
1979 ess ое 33 864 a 63 394 32 275 ea 10 652 an 40 141 aw Fea 
Soviet Union 
19 био te ayelele 110 346 41 987 63 055 145373 138372 13 583 1411 89 675 56 187 435.5 
ПО Сы 112 690 42 592 70 511 146611 143927 14 722 1 691 94 229 61194 459.0 
OTSA ео 114 086 43 016 73 484 148104 147281 15 353 1885 94 498 64470 463.2 
ОО ие oleae oars 115 000 43 300 73 700 149200 or 15 500 re 93 300 65600 472.3 
Byelorussian SSR 
а ВЕ 6 494 2 688 4 158 554 Ви 825 57 6 087 2 544 1.0 
OG te aie Se CO: 6 705 2 742 4 567 585 tt 885 59 6 435 2 742 1.1 
TOTS Sten ee Foe 6 776 2151 4 557 557 sa 912 61 6 419 2 842 1.1 
а tele seeks 6 728 2 747 4 430 562 © 915 as 6 319 2 894 пы 
Ukrainian SSR 
о о ee vhf a ete 24 196 9 002 18 195 8 911 a 3 137 392 21157 12 018 24.9 
о о SE 24 924 9 143 19 831 9 173 on 3 465 449 22 467 13 154 29.6 
И. ба. 25 379 9 229 20 659 9 201 ae 3 617 475 22 480 13 796 Peg fet) 
О, SOMME oe Fc gese eins 25 500 9 300 20 100 9 200 я 3 635 ЗЕ 21 600 13 900 28.3 
Soviet Union and Eastern 
Europe 
О Bivtone ops 142 499 55 873 119435 178501 193 286 23 091 2718 127825 85397 534.7 
а о Sis deste 3's 145 408 56 612 131362 181056 201 153 24 437 3104 134152 91908 564.1 
нь 147 249 57 198 136047 184118 205738 25 615 3395 134 624 96087 572.5 
низа рые 148 864* a 137 094 186475 33 26 152* He 133 441 os A 


0.6; pigs 0.3; total sheep and goats 0.1; horses ie and ae ei 
Note: Livestock numbers are on the basis of end-year censuses. Meat is in Spravochnik po planirovaniju sel’ skogo choziystva (Moscow, “Kolos”, 1974) р. 151. 


carcass weight. Eggs include only hens’ eggs. Wool is raw wool on a greasy > Goats excluded. 
basis. © Mid-year data. 


® In terms of cows. Conversion ratios as follows: Cattle (other than cows) 4 Heifers excluded. 


Sources: As for table 2.1. 
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Structure of herds in 1978 (expressed in livestock units) 
(Total livestock = 100) 


——————— 
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German Democratic Republic ............. 
HUN gar yee: Se Зи ee eee, 
Poland awe er SIS). Oh 


CC ee Ce ry 


CC ee ce ir er я 


Source: CMEA Statistical Yearbook. 


Sheep and 


Cattle Pigs goats Poultry 
30.9 252 23.3 17.9 
52.4 32.3 1.3 13.3 
46.7 39.2 227 11.2 
26.5 42.5 5.1 23:5 
49.0 31.6 1.9 8.4 
40.6 25.3 13.1 16.3 
43.7 32.1 6.2 13.2 
58.2 15.0 10.0 12.9 
54.1 19.8 9.0 13.0 


Note: Herd sizes in livestock units are calculated on the basis of the following coefficients: cows 1.0; other cattle 
0.6; pigs 0.3; sheep and goats 0.2; horses 1.0 and poultry 0.02 (see Spravochnik Ekonomista Kholkhoza i sovkhoza, 


Moscow, 1974). 


Since 1975, the share of cattle increased only in Bul- 
garia and Poland, whereas for the region as a whole their 
share fell from 56.2 per cent in 1975 to 54.1 per cent in 
1978. The share of pigs increased considerably only in the 
Soviet Union. The share of sheep and goats remained 
constant and horses declined in all countries. The share 
of poultry increased in Hungary, Romania, the Soviet 
Union and in the region as a whole. 


Domestic production of grain and pulses, root crops 
and roughage (silage, green mass and hay from natural 
meadows and sown crops) expressed in feed units per 
livestock unit increased up to 1978 by 3 per cent over the 
1975 level in eastern Europe, and by 19.6 per cent in the 
whole region. The latter figure is, however, mainly as a 
result of the recovery in Soviet feed output from the poor 
harvest in 1975. 


Livestock production in 1979 stagnated following the 
bad harvest of feed crops, the consequences of which will 
carry forward into 1980. Meat output increased by 5.6 per 
cent in Bulgaria, 2.6 per cent in Czechoslovakia, by a 
modest 0.7 per cent in the German Democratic Republic, 
2 per cent in Hungary, 4 per cent in Poland, 9.2 per cent 
in Romania and by 1.3 per cent in the Soviet Union. Milk 
output increased in Bulgaria and Hungary and decreased 
in the German Democratic Republic, Poland and the 
Soviet Union. Output of eggs increased in Bulgaria, 
Czechoslovakia, Poland, Romania and in the Soviet 
Union, but stagnated in the German Democratic Repub- 
lic. Output of wool rose in Bulgaria, the German Demo- 
cratic Republic, Poland, Romania and the Soviet Union. 


State procurements closely followed production trends 
in all countries (table 2.11), and plans for State procure- 
ments were under-fulfilled in most countries. 


Gross agricultural output in the Ukrainian SSR in 1979 
was 6.8 per cent below that in the previous year, but 
remained above the annual average for 1971-1975. The 
decrease in output was due to drought. Grain production 
in 1979 was 34.0 million tons; although less than in 1978, 
the average for 1976-1979 was 11 per cent higher than 
in the previous plan period. Output of potatoes fell by 
3.4 per cent, vegetables by 17.2 and sugar-beet by 16.4 per 
cent, the 1978 level, but sunflower production increased 
by 8.6 per cent. No big changes were recorded in the size 
of herds: the number of cattle increased by 0.4 per cent 
while pigs decreased by 2.9 per cenf. Production of meat, 
eggs and wool increased but output of milk fell slightly 
in comparison with the previous year. The plans for State 
procurements were not fulfilled. Gross capital formation 
in agriculture totalled 5.3 billion roubles—1.3 per cent 
more than the year before. Some 13.2 per cent of total 
investments was expended on land improvement. 


Farmers in the Byelorussian SSR also worked under 
adverse climatic conditions. Gross agricultural output 
in 1979 was 550 million roubles higher than the annual 
average in the 1971-1975 period but fell about 4.8 per cent 
below the 1978 level. Grain output fell by 37 per cent and 
vegetables by 2.3 per cent, but production of potatoes and 
sugar-beet increased by 4.9 and 5.1 per cent respectively. 
Herd numbers decreased slightly. 


3. INDUSTRY AND ENERGY 


A. INDUSTRY 


Gross industrial production in the region rose by an 
estimated 3.7 per cent in 1979. This compares with a 
figure of 5.1 per cent in 1978 and 6.0 per cent in 1977. 
Growth fell off in every country—particularly sharply in 
the Soviet Union, Czechoslovakia, Hungary and Poland 
(table 3.1). In a number of countries the rate of expansion 
in 1979 was among the lowest registered in the post-war 
period. 

Most countries envisage some acceleration in the 
industrial growth rate in 1980. However, the planned 
improvement is mosily marginal, and the target figures 
were once again set below those implied in the five-year 
plans. In effect, no closing of the gap can be expected on 
this basis in the current year except in Romania, where the 
annual plan target is well in line with the medium-term 
plan. 


In the Soviet Union and in several east European coun- 
tries, difficult weather conditions in the first quarter of 
1979 gave rise to serious bottlenecks in transportation. 
The low level of stocks resulted in supply breakdowns, 
the effects of which continued to be felt throughout the 
year. In the Soviet Union, Czechoslovakia and Poland, 
a fall off in agricultural supplies after the 1979 harvest 
also adversely affected industrial growth. 


These difficulties compounded other deeply rooted 
external and internal problems that have impeded growth 
in recent years. In a number of east European countries, 
strains in the foreign trade balances restricted possibilities 
for improving the supply of imported raw materials and 
other essential products. On the other hand, the continued 
rise in the cost of obtaining raw materials, whether from 
domestic producers or from imports, aggravated the 
situation to the point of introducing what might be termed 
a “new dimension” in the conditions of development. The 
constraints on labour supply and basic material avail- 
abilities affected a growing share of economic activity, and 
the basis on which much of the dynamic growth in the 
past had rested was narrowed down considerably. 


The phase of industrial development characterized by 
abundance of labour and cheap material resources has 
often been referred to as the period of “extensive growth”. 
It is commonly assumed that such growth is associated 
with relatively slow increases in factor productivity. 
Abundant labour supplies were thought to affect adversely 
the growth of labour productivity, while steep investment 
growth (facilitated by the fast growth of output) was 
often considered to lead to a growth of fixed assets per 
worker in excess of the growth of labour productivity— 
and hence to falling capital productivity. Such “extensive” 
growth was also thought to be conditioned by the avail- 
ability of easily tapped natural resources, growth in the 
use of which could well exceed increases in final output. 


Past experience indicates that, in reality, growth pro- 
cesses have been more complex. Fast industrial growth 
has often been associated with high growth of both 


employment and labour productivity. It has also fre- 
quently been characterized by a faster growth of output 
than of capital. Higher degrees of processing, technological 
advance and the substitution of natural raw materials 
by man-made products has sometimes counterbalanced 
the factors working for a greater material intensity of 
production. 

On the other hand, a slackening in the growth of the 
labour supply, even if accompanied by an accelerated 
growth of capital per worker, has not automatically been 
translated into faster growth of labour productivity. Even 
rarer were the cases where the acceleration in the growth 
of labour productivity exceeded the acceleration in the 
growth of capital intensity (fixed assets per worker); i.e. 
cases where trends in capital productivity have improved. 
While information on the use of material inputs is 
admittedly more scarce, it would appear that, at least on 
a global scale, the slower growth of output has in most 
cases not been associated with a relative deceleration in 
the use of material resources. 


In fact, as can be seen from table 3.2, practically all 
countries of the region have experienced adverse trends 
in productivity in recent years--whether measured in 
terms of labour productivity, capital productivity or total 
productivity (see also chart 3.1). This is notwithstanding 
the fact that the stage of industrial development in indi- 
vidual countries is not uniform. In Czechoslovakia, the 
German Democratic Republic, Hungary and the Soviet 
Union, the supply of labour has already been limited 
for a number of years, and in these countries changes in 
the growth rate of employment have not been a significant 
factor in determining recent trends in industrial output 
and productivity. In Bulgaria, Poland and Romania, 
where labour reserves have not yet been fully utilized, 
declines in the growth of employment were pronounced 
and accompanied by steep increases in the growth of 
capital intensity. However, in the period 1976-1978, only 
Romania was able to compensate for the slower growth 
of employment by a faster growth of labour productivity, 
and then only partially. 


The strategy of raising capital intensity as a means of 
counteracting the declining trend in the growth of labour 
productivity is of course limited by the very appearance 
of such a trend. A declining growth of industrial labour 
productivity, «and also, under prevailing conditions of 
labour supply, of industrial production, is evidently 
interlinked with the global availability of investment 
resources. As pointed out elsewhere in this Survey more- 
over, the problem has been aggravated in recent years by 
the need to redress foreign trading balances, as well as 
by the competing requirements of other sectors. More 
strictly on the industrial level, the solution of energy and 
raw material problems has made it imperative to shift an 
increasing share of investment towards the primary 
branches. This has not only diverted resources from the 
modernization of production processes in the manu- 
facturing branches, but has directly contributed to the 
changes in capital productivity described above. 
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Gross output, employment and labour 


Industry and energy 


TABLE 3.1 


Annual percentage change) 


roductivity in industry 


SS 


Labour Labour 
Gross Employ- produc- Gross Employ- produce 
Period output ment tivity output ment tivity 
Bulgaria Romania 
Об о. ии 6.8 1.3 5.3 11.4 5.1 6.0 
ТО: о ое ож ит 6.8 0.3 6.6 12.5 2.9 9.3 
И о И 6.9 1.7 5.0 9.6 25 6.9 
Plan 1979 Beh. о... 7.8 1.0% 6.7» 11.3 1.0% 10.2» 
NTS erratic ele citer оО wie ela 6.0 —0.2 6.2 8.0 1.34 6.45 
о ооо АЕ 6.3 1.0& 5.3» 11.4 2.5% 8.7 
Plan 1976-1980 ............ 9.2 0.78 8.5> 10.2-11.2е 1.6-2.1 а 8.5-9.0Ъ 
Czechoslovakia Soviet Union 
ТОТ. с. ая 5.5 0.6 4.9 4.8 ID) 2.6 
LOTT ci RRR rected 5 0.7 5.0 5.7 1.7 3.9 
LOTS оса Зе 4.8 0.7 4.1 4.8 1.7 3.0 
220197958... м0.....: 4.5 0.7 = 3.85 5.7 1.0> 4.78 
Co ee at See Se ee, - 3.7 0.8 2.9 3.4 1.0% 2.40 
оао оао ое 4.0 0.8 3.2 4.5 0.7 = 3.8 Ъ 
Plan 1976-1980) ....-....... 5.7-6.0 0.62 5.32 6.3 0.8 & 5.55 
German Democratic Republic © Byelorussian SSR 
Е? b 
Об ее SoC aera 5.9 0.9 4.9 7.0 2.3 4.6 
Ce ROE ee ccs RES, PRR 5.4 0.3 5.1 8.3 2.6 5.6 
TO 7 ВО ии 5.4 0.5 4.9 7.8 2.7 5.0 
Plan 1 9792 роды ао 5.5 0.82 4.6> 6.2 1.1 5.0 
TOTO: 19. же Bee, Bes sis 4.8 0.7 4.1 6.9 2.6 4.2 
Plan-1980 3. Sen конь connie 4.7 0.24 4.55 5.9 1.6 4.2 
Рав 1976-1980 „... а. 6.0 0.58 5.40 7.4 1.9 5.4 
Hungary Ukrainian SSR 
a b 
NO TO ere craaictt te еее ен 4.6 (—0.8) 5.4 4.1 1.8 2.3 
ево о ee eis 6.6 (—0.2) 6.8 5.7 1.9 3.7 
а ле... 4.9 — 4.9 4.5 1.9 2.6 
Р]а п! 1979 wi eS eee 4.0 — 4.0 5.2 1.5 3.6 
оО а аи ale 2.8 (—1.6) 4.5 3.0 1.4 1.6 
Не Я 3.5-4.0 — (—0.5) 3.0-4.0 4.0 1.3 2.7 
Plan 1976-1980 ............ 6.0 — 6.0 5.9 0.7 5.2 
Poland Eastern Europe 
CASS eee ae es 9.3 0.6 8.6 7.4 1.1 6.2 
Те ее 6.9 1.5 5.3 7.0 1.3 5.6 
ео ОНЫЙ 4.9 0.2 4.7 5.7 0.9 4.8 
Ро а. <erera neces 4.9 (—0.4) = 5.3» 6.0 
С ово Зе 2.8 (—0.5) 3.3 4.4 
Plan 19S Qe м... . 3.0-4.2 (0.2-1.3) в 4.4? Oe в ie 
Plan 1976-19809 ........... 8.2-8.5 0.7% 7.4-7.8 » 7.5 0.8 6.6 
Eastern Europe and 
Soviet Union 

Об. она. а... 5,5 1.9 3.5 
о ssiskslaysre. 6.0 1.6 4.3 
1978 ее 5.1 1.4 3.6 
Plan 19790 ие оне Э.Л 
О А Sah ie ae 
Plame 1980 еее 4.7 0.7 5.9 
Plan 1976-1980 ............. 6.6 


i 0 ———————ШШШ—ж—ж——Д—е 


Sources: National statistics, CMEA Yearbooks, plans and plan-fulfilment reports. 


Note: Unless otherwise indicated, productivity figures are derived from output and employment data. These may 


differ from officially reported productivity changes because of differences in coverage and definitions. 
® Derived from output and productivity data. 


> Reported. 
© Commodity production. 
4 Sales. 


© Original figure, this was later raised to 11.5. 
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TABLE 3.2 


Output and productivity indicators 
(Average annual percentage change) 


Czecho- 


Bulgaria slovakia 


Dem. Rep. 


Soviet 
Union 


German 


Hungary Poland Romania 


a 


Gross output 


1971-1975. кельи 9.2 6.7 

1976-1978. 6.8 5.3 
Employment 

197119 7SE CE a hanes 2.3 0.7 

1976-1978 Seis aie, ee oe 0.9 0.7 
Fixed assets 

197119755 3: sss dot bys 9.4 5.5 

1976-197841.....1.5.. 10.0 6.4 
Labour productivity 

1971-1975 ee on. bo ates 6.6 6.0 

1976-1978 es. ee els 5.8 4.6 
Capital intensity 

1971-1975 seine ceo 7.3 4.8 

1976-1978 sein cee ae 9.0 5.6 
Capital productivity 

1971-1975 ее Got —0.6 1.1 

1976-1978... е а .. —3.3 —0.9 
Total productivity 

1971-19755 isan 37 4.0 

1976-1978: а. рр 2.4 
Fixed investment 

1971-1975 Sere cis exes cc 5.9 7.1 

1976-1978 rier. иена 6.4 6.3 


6.3 6.4 10.4 13.0 7.4 
abt 5.4 7.0 11.0 5.1 
0.3 0.2 2.8 6.4 1.5 
0.6 —0.3 0.4 3.5 1.9 
6.5 8.1 9.7 12.3 8.6 
6.1 7.9 11.1 12.7 ike) 
6.0 6.2 7.4 6.3 5.8 
4.5 5.7 6.6 7.2 3.2 
6.2 7.9 6.7 ase) 7.0 
5.4 8.2 10.7 8.9 5.5 
—0.2 —1.6 0.6 0.7 —1.1 
—0.9 —2.4 = il) —2.2 
855) 3.1 4.7 4.1 3.0 
2.3 7.) 2.5 3.7 1.0 
4.0 6.2 21.9 12.3 6.8 
7.0 Tet — 13.7 Shu 


Source: National statistics. 


Note: The figures in output and labour productivities may differ slightly from those shown in table 3.1 because 
of different coverage. The figures for total productivity were obtained by combining the growth rates of labour 
productivity and of capital productivity with weights of 0.6 in the case of the former and of 0.4 for the latter. The 
relationship approximates that between the wage fund, and the sum of an imputed capital charge and of an allowance 


for depreciation of fixed assets. 


The slower growth of labour productivity has also left 
less room for innovations in the systems of labour remu- 
neration, particularly where this would entail a significant 
reshuffling of the wage structure of a kind, which, as a 
rule, can more easily be accomplished under conditions 
of steeply rising industrial wages. In turn, this has ham- 
pered the shift of labour between branches and the im- 
plementation of other measures needed for more efficient 
labour management. Faced with the problem of choosing 
between the provision of a wage determination framework 
which would promote the rational utilization of labour 
resources on the one hand, and the braking of production 
cost increases on the other, some countries have opted 
for steps in the direction of the former. The average wage 


was permitted to rise faster than the growth of labour 
productivity. But over-all “non-consumption” expenditure 
(investment, social consumption and net export) could 
not be reduced accordingly, and there appeared disequi- 
libria in the consumer market which adversely affected 
the quality and structure of production. 


THE Зомет UNION 


Gross industrial production in the Soviet Union in- 
creased at a rate of 3.4 per cent in 1979. Some details on 
planned and actual growth, with a breakdown by pro- 


eee and consumer goods, are given in the following 
table. 


Soviet Union: growth of gross industrial production 
(Annual percentage change) 
A = yearly targets, five-year plan; B = yearly targets, annual plan; C = Actual 


Industry total 


Аа ая 4.3 

Ворот 4.3 

ее ирак 4.8 
Producer goods 

5, WEE TERI REN Ey BS Ae Pyar 4.9 

B wesessanaceraaeanavananarscaravaren MN ОЙ 4.9 

GARGS SRA, ihe eee eee 55 
Consumer goods 

Ако Ара дано ола 2.7 

В 7251) 

Е ооо ааоовобо со 3.0 


6.3 6.0 6.9 8.2 
5.6 4.5 5.7 4.5 
5.7 4.8 3.4 

6.6 6.4 74 8.0 
5.9 4.7 5.8 4.5 
5.9 5.3 3.5 я 
5.7 5.1 6.1 8.6 
4.9 3.7 5.4 4.5 
5.2 4.0 3.3 


Sources: Law on the State five-year plan for the development of the national economy of the Soviet Union in the 


period 1976-1980; annual plans and plan-fulfilment reports. 


$$ ntstryandcnergy ts 


Industry: output and factor inputs 
(тагсез, 1968-1972 = 100) 


140 


100 


1970 1971 1972 


CuartT 3.1 


BULGARIA 


CZECHOSLOVAKIA 


1973 1974 — 1975 1976 1977 


Gross output. 
Five-year-plan target. 
Annual plan target. 
Net output. 
Employment. 

Fixed assets: total. 


1978 


CHART 3.2 


Industry: efficiency indicators 
Undices, 1968-1972 = 100) 


BULGARIE 


TCHECOSLOVAQUIE 


1979 1980 1970 1971 1972 


БОЛГАРИЯ 


1973 1974 1975 1976 1977 1978 1979 1380 


Gross output per employee. 
Five-year-plan target. 

Annual plan target. 

Fixed assets per employee. 
Fixed assets/gross output ratio. 
Net output/gross ratio. 
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CHART 3.1 (continued) CHART 3.2 (continued) 


GERMAN DEMOCRATIC REPUBLIC REPUBLIQUE DEMOCRATIQUE ALLEMANDE © ГЕРМАНСКАЯ ДЕМОКРАТИЧЕСКАЯ РЕСПУБЛИКА 
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CuarT 3.1 (concluded) 


USSR 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


Soviet quarterly industrial production 


(Percentage change over the corresponding quarter 
of the previous en 


IE) сое овововоаве toc odons the Oe ED OSD 
OSs ose бузова бане 4:8) 5.18 945 1 4.8 
CEH. доков Чосон 5.08 5.0 16:0 5.4 
а о. 5.5 5.0 4.0 4.8 
о ооо ооо 3.0 4.0 4.1 2.5 


Source: Plan-fulfilment reports. 


The decline in the growth rate began in the first quarter 
of the year, when owing to unfavourable weather and 
resulting difficulties in transportation and supply, produc- 
tion in a number of important sectors fell significantly 


ROUMANIE ROMANIA 


CHART 3.2 (concluded) 


РУМЫНИЯ 


URSS СССР 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


behind target. There was а partial recovery in the second 
and third quarters, but the last quarter of the year 
brought a new setback resulting in part from the poor 
1979 harvest. 


The deceleration in industrial growth in 1979 was 
widespread among branches. Among the predominantly 
producer-goods branches, the engineering industry con- 
tinued to expand production at a fast rate. However, 
there was only moderate growth—between 2 and 3 per 
cent—in the output of the electric power, fuel and chem- 
ical industries, and zero growth or even declines in the 
output of metallurgy, construction materials and the 


‘wood and paper industries (table 3.3). The two major 


predominantly consumer-goods branches, the light and 
food industries, both expanded production at a rate of 
2 per cent. The growth in output of producer goods in 
total amounted to 3.5 per cent, and of consumer goods to 
3.3 per cent, as against 5.3 per cent and 4.0 per cent 
attained in 1978. 
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TABLE 3.4 


Soviet Union: output of some major industrial products 
(Physical units) 


neers 
Plan 1980 


Plan 
1976 1977 1978 1979 


1979 Annual 


Five-year 


re a ЕН 


Electricity (billions of kWh)....... 


Coal (millions of tons) 
Crude oil (millions of tons) 
Natural gas (billions of cu.metres) 
Steel (millions of tons) 


Steel pipes (millions of tons) 


Motor cars (thousands) 
of which: 


J ETT Oe ey ee 


Trucks 


Mineral fertilizers ® (illions of tons) 


Plastics and resins (thousands of tons) ......... 
Synthetics and artificial fibres (thousands of tons) 

Cement (millions of tons) ......... 
Commercial timber (millions of cu.metres) ...... 
Pulp (thousands of tons) .......... 
Paper and cardboard (thousands of tons) 
Fabrics (billions of sq.metres)...... 
Meat ° (thousands of tons) ........ 


Sugar (millions of tons) 


Ce er ey 


ох 


Finished steel (millions of tons) .... 
Electric power generators (thousands of MW).... 
Turbines (thousands of MW)...... 


eee eee eens 


ee воно 


обет crs 
Tractors (thousands) ............. 


ee eee ео» 


Soo. ceo ate. 1038.6 1111.4 1150.1 1201.9 1265 1239 1 295 1380 

ав ВЮ 701.3 711.5 722.1 723.6 752 719 745 805 

обоза. 490.8 519.7 545.8 571.5 593 586 606 640 

вины 289.3 321.0 346.0 372.2 404 407 435 435 

орз во 141.3 144.8 146.7 151.4 156.1 149 157 168.5 

Bio SG Coon с 98.7 101.4 102.1 105.4 108.7 103 109 117.5 

a COPE sr 15.97 16.81 17.02 17.55 18.2 18.2 18.5 19.8 

17.1 16.6 WS) 18.2 17.0 

don Come oon 18.9 19.6 19.0 18.3 20.0 

Sel ase aesele 1 964 2 025 2 088 2151 2 200 2 173 2 297 

она оо OOS 1 201 1 239 1 280 1312 1314 

о ь 696 716 734 762 780 

ее 67 70 75 77 ae 79 

Е duster et 550 562 564 576 55 557 ae ae 

ее. 90.2 92.2 96.8 98.0 111 94.5 111* 143 

2 842 3 058 3 309 3 516 3 800 3 520 5 739 

955 1 020 1 088 1131 1 200 1 100 1 460 

В... м 122.1 124.2 127.1 127.0 130 123 A 144.5 
312.4 302.1 296.0 283.6 268 293* Ба 

6500.50 5000 6 815 7 204 7 448 7581 a a ec 9 130 

eas Moe 8 583 8 916 9 064 9236 10200 8 700 9 500 9 870/10 800 

ооо 9.96 10.28 10.41 10.65 10.70 12.75 

MNT: overs, 5 ahs 9 862 8 368 9 118 9 600 9 500 

30095 - 10.38 9.25 12.04 12.21 10.60 


Sources: Аз for table 3.1. ® Conventional units. 


In the energy sector a bright spot was the above-plan 
9.3 per cent increase in the output of natural gas (table 3.4). 
Output of crude oil rose 2.5 per cent to a level of 586 
million tons, whereas coal output actually declined from 
724 to 719 million tons. There was a relatively slow 
increase in the output of electricity (3.1 per cent). How- 
ever, the capacity of electric power stations rose 4.4 per 
cent, reversing the relationship between these two indi- 
cators recorded in the preceding уеаг."? 


In terms of calorific content, the aggregate production 
of primary energy ” in the Soviet Union rose by around 
2 per cent in 1979. This compares with a figure of 4.3 per 
cent in 1978, 4.7 per cent in 1977 and 5.7 per cent in 1976. 
As detailed in Section B, the problem created by this 
falling trend is central to the entire economic develop- 
ment of the region. The slowdown is the result of the 
rapid depletion of deposits in “old” producing regions, 
and the immense difficulty of exploration and develop- 
ment of new resources far from the main consumer areas 
and, in most cases, located in climatically hostile regions. 


78 In 1979 the increment in capacity amounted to 10,900 MW 
against 8,300 MW in 1978. The growth of output and of capacity 
during recent years was as follows: 

Percentage change 


1976 1977 1978 1979 
Output soccer еее с союевоныьсво 7.0 3.4 4.5 3.1 
СарасНу еее еже 5.0 4.2 3.2 4.4 


78 Excluding peat, oil shale and wood. 


> Industrially processed. 


Growing efforts are presently being made in the Soviet 
Union to reverse the decline in the growth of energy 
production, and to achieve economies in energy con- 
sumption. The problem of assuring adequate energy 
supplies in the interim has been the subject of a special 
Government resolution adopted in June, 1979; the import- 
ance of fulfilling planned assignments for the production, 
shipment and reduced consumption of fuel was empha- 
sized, and the need to mobilize efforts in this direction 
restated. It was stressed that whatever the future growth 
of energy supplies may be, energy saving will continue 
to be a major nationwide task. A special commission has 
been established to deal with ways of solving the energy 
problem. 


In metallurgy, the output of raw and finished steel 
remained at about the level attained in 1978, and output 
of steel pipe continued to rise at a rate of around 3 per 
cent. In recent years slow and below-planned growth of 
metallurgy, accompanied by a fast rate of expansion of 
engineering and pipeline construction reinforced an 
already strained supply situation. New construction of 
steel-making capacity has been lagging; and while 
significant investments were made in modernization 
(oxygen conversion, electrolysis, continuous processing) 
the industry has often come under criticism for inadequate 
progress in improving the structure of output. Excessive 
use of metal is accompagnied by shortages—particularly 
in the supply of high-quality products. Special concern 
is presently being expressed with regard to the programme 
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Soviet Union: output of the engineering and metal-working industry 
(Annual percentage change) 


1976 1977 1979 


Е eS EEE ee 


1978 


Output by ministry 


Heavy industry and transport machinery ............ 6 5) 6 0.8 4.3 
Machinery and equipment for the power industry ...... 9 6 4 5.8 
Equipment for construction, road-building and civil 

ENLINEELING ее dl 5 3 4 6.1 
Machine building for the chemical and petroleum 

ANG USTLIES Rees cus ба crete eae tere oes ен оу инок 8 8 6 6 6.2 
Machine=stoolsindustry оно ее 10 10 9 7 
Motor-vehicle:industry. ss: his oe ose seine ieee 8 8 9 au 
Tractors and farm machine building ................ 7 6 6 4 


Machine building for light industry, the food industry 
and household аррПалсез. В, а, cee ce тело еее 8 й 6 4 


Electrical equipment industry .....................: 8 7 
Instrument-making, automation systems and control 

SYSEMS PM. оз sieve gare Oey ave ote. MRL slo) ое 12 11 10 9 8.9 
Machinery for livestock breeding and fodder production 11 10 9 7 7.5 


Output of selected categories of products 


Equipment for the chemical industry .......... 
Equipment for light industry ................. 
Equipment for food processing ............... 


Automation systems 


Sources: National statistics and plan-fulfilment. reports. 


of technological reconstruction which is not progressing 
satisfactorily. Concern is also directed to slow progress 
by the metal-consuming industries in introducing metal- 
saving technology. 


Engineering production expanded at a rate of 8 per cent 
in 1979—close to the steady 9 per cent rate of the pre- 
ceding three years. However, changes in the growth rates 
of the various sub-branches were substantial, as the table 
above shows. Particularly notable is the sharp decline in 
growth of output of enterprises under the Ministry of 
Heavy Industrial and Transport Machinery.’* 


Among the priority sub-branches, the expansion of 
output of enterprises under the Ministry of Power Engin- 
eering was also relatively slow. The output of this group is 
presently undergoing far-reaching changes, with the share 
of equipment for atomic power stations rising sharply. 
Larger power units are also being built for thermal and 
hydroelectric power stations. In 1978, the first stage of 
the nuclear power engineering plant “Atommash”, near 
Volgodonsk, was commissioned with capacity for pro- 
ducing three 1,000 MW reactor units. In 1979, capacity 
for the production of a further 1,000 MW unit was 
introduced and expansion to a total of 8,000 MW is 
planned. Output of such units will be on a serial basis, 
using highly specialized machinery and installations. 


74 Тре Ministry is a major supplier of mining and extraction 
machinery and metallurgical equipment, as well as of diesel 
generators, locomotives, railroad cars and equipment for 
shipbuilding. 


ey 


Computers and computer parts ............... 
Metal-cutting machines <.).....55.%....0cs-s-0- 
Forging and pressing machines ............... 
Agriculturalemachinery 2... .ceee es «6 а... 


eee eee 


еее. 


ть 69 69 24 7. 
1 S00 ме 11.6.,, Чем 
сжал. 18.148 823.9. м 2151 № 141 
в 7.182 № 10,2. № ЭмО 


The machine-tool and tool industry was among those 
singled out for non-fulfilment of the production plan in 
1979. At 7 per cent, the output growth rate of enterprises 
under the ministry had fallen below the average for 
engineering as a whole; the average growth rate during 
the last four years was 9.0 per cent, against a five-year 
plan target of 10 per cent. The lag is apparently due to 
difficulties in implementing an accelerated programme of 
qualitative improvement which emphasizes digital-pro- 
gramme controlled machine-tools, multi-functional ma- 
chine-tools, precision metal-cutting machines and various 
other high technology metal-working machinery. 


In 1979 the output of passenger cars remained at the 
same level as for the previous year—1.31 million units. 
Similarly, no increases were reported in the output of 
major electrical appliances apart from a 26 per cent 
increase in the output of colour television sets.75 


The chemical industry was particularly affected by the 
weather conditions in the early part of 1979, and its 
growth during the year was the lowest in the post-war 
period. There was a decline in the output of chemical 
fertilizers, and no change in the output of plastics and 
resins nor in the output of another priority item—syn- 
thetic and artificial fibres. However, a large volume of 
new production capacity was put into operation during 
the year and a sharp recovery in the growth rate is 
planned for 1980. 


75 The latter reached a level of 1.8 million units out of a total 
of 7.3 million television sets. 
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Difficulties in transportation were apparently respon- 
sible for a 2 per cent decline in the output of the wood- 
working and paper industries. Output of commercial 
timber, and of paper and cardboard, both declined by 
6 per cent despite significant additions to production 
capacity in the latter сазе.?6 Steep increases in the produc- 
tion of both these materials are planned for 1980: output 
of commercial timber is planned to increase by 25 million 
cu m or 9.3 per cent; output of pulp is to rise by 16.6 per 
cent, paper by 7.1 per cent and cardboard by 12.1 per 
cent. It should be noted that output of commercial timber 
also declined between 1975 and 1978, though at a slower 
rate than in 1979. 


Within light industry, a 4.6 per cent increase in the 
output of ready-made clothing was recorded, the level 
of production of fabrics, knitted goods and leather 
footwear remaining unchanged. In the food industry, 
growth was similarly spotty; the production of such 
important items as meat and meat products, butter, milk 
and milk products, vegetable oils and particularly sugar 
declined sharply. 

Output of “cultural amenity goods”, the third major 
component of consumer-goods output (beside that of 
light industry and food processing) rose by 5 per cent 
in 1979.77 Recent performance and plans for this aggregate 
are shown in the text table below: 


Output of cultural amenity goods in the Soviet Union 
(Annual percentage change) 


1976 1977 1978 Plan 1979 1979 Plan 1980 


ПАО. бт. == 3:0) 10:0 


Sources: Аз for table 3.1. 


Among the quantitative indices currently used as a 
yardstick of technological progress and of improvement 
in efficiency, a total of 3,500 new articles was reported to 
have been put into serial production and a total of 1,800 
obsolete items withdrawn. The volume of production 
carrying the highest quality mark rose 23 per cent. By 
the end of the year, the number of industrial articles 
allowed to carry the State sign of quality totalled 75,000. 


In the Byelorussian SSR, industrial production con- 
tinued to rise rapidly, by 6.9 per cent against a plan target 
for the year of 6.2 per cent and 8.0 per cent attained in 
1978. An expansion of 15 per cent was registered in the 
fuel industry, 11 per cent in engineering and 9 per cent 
in the chemical industry. Output of the light industry rose 
by 5 per cent and of the food industry by 2 per cent. 
Among sub-branches of the engineering industry, output 
of the Ministry of Machinery for Livestock Breeding and 
Fodder Production continued to increase particularly 
fast—by 19 per cent. Also above the branch average was 
output growth of the Ministry for Instrument Making, 


76 In 1978 capacities were commissioned for 114,000 tons of 
newsprint and 17,000 tons of wrapping paper. The 1979 plan 
envisaged the putting into operation of a production capacity of 
135.4 thousand tons of paper. 

77 The category consists of all consumer durables and household 
goods except for passenger cars. 


Automation and Control Systems, which reached 12 per 
cent. The growth of industrial labour productivity 
amounted to 4.2 per cent and the increase in the average 
wage was around 3.5 per cent. 


In the Ukrainian SSR, industrial production rose by 
3.0 per cent against 5.2 per cent planned and 4.5 per cent 
recorded in 1978. Expansion continued at a relatively 
fast pace in engineering (7 per cent) and in the light 
industry (4 per cent). Chemical industry output rose by 
3 per cent, whereas output levels in the fuel industry, 
metallurgy, the wood and paper industry, construction 
materials and the food industry remained practically 
unchanged compared with 1978. Coal output declined 
by 2.8 per cent (following a similar decline in 1978); 
output grew slowly or declined slightly in the case of 
steel, chemical fertilizers, chemical fibres, paper and some 
other important products. Industrial labour productivity 
rose 1.6 per cent and the average wage by around 2.3 per 
cent. 


EASTERN EUROPE 


In Bulgaria, gross industrial production rose by 6.5 per 
cent in 1979. Although 1.3 percentage points below the 
plan target, growth remained well in line with recent 
annual growth performance of 6-7 per cent. One contri- 
buting factor was an improvement in agricultural supplies 
following the 1978 harvest, which permitted an accelera- 
tion in the growth of food industry output from 3.2 to 
6.5 per cent. There was also a marked acceleration in the 
growth of the fuel industry (from 3.9 to 8.4 per cent) and, 
according to data for the first nine months of 1979, a 
more modest upswing in some other branches (table 3.3). 
Significantly slower than in 1978 was the growth of 
engineering output and of construction materials pro- 
duction. This was apparently associated primarily with 
the low level of investment rather than slower growth of 
deliveries for export. Tightness in the supply of basic 
materials was reported as a factor in the non-fulfilment 
of production plans in a number of areas. Industrial 
labour productivity rose 6.2 per cent, somewhat faster 
than in the preceding year. The average industrial wage 
rose by 5.0 per cent.’® The Bulgarian metallurgical 
industry is currently undergoing a process of reconstruc- 
tion and modernization. This includes the raising of the 
share of carbon steel and of steel alloys in total output. 
The 4.5 per cent increase in the output of ferrous metal- 
lurgy registered in 1979 was apparently more the result 
of changes in the structure of output than increases in the 
tonnage of production. Output of pig iron was lower; 
output of crude steel rose by 0.6 per cent and of rolled 
products by 2.5 per cent over 1978 levels. 


In the engineering industry, further steps were made 
towards the development of new lines of specialization, 
including computers and electronic calculators, equip- 
ment for automation, robots and other high technology 
equipment. Among the main export items, the 41 per cent 
increase in the output of electric trucks was particularly 
large. Output of electric telphers rose by 7.8 per cent. In 
the light industry, the growth of the clothing and leather 
footwear sub-branches continued to be slow. In the food 
industry, notable gains were recorded in output of dairy 


78 According to data for the first nine months. 
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products, while production of industrially processed meat 
rose by 4.3 per cent. 

Electricity production rose by 3.2 per cent, and—for 
the first time in recent years—there was a significant 
increase in the output of coal (14 per cent). A similar 
increase in coal output is expected in 1980, new mine 
capacity of 2.4 million tons being scheduled to come into 
operation. There will also be a 13.7 per cent increase in 
electricity production, mostly due to the commissioning 
of new atomic power capacity (two 440 GW reactor units 
at Kozloduy). While continuing to develop production 
potential, Bulgaria also took new measures to reduce 
energy consumption. In 1979, the systems of international 
and inter-district transport were unified in order to ensure 
the maximum loading of all vehicles. The programme of 
fuel allocation was reinforced in order to reduce electricity 
consumed for street lighting. Finally, a programme was 
elaborated for the conversion of certain categories of 
motor vehicles to the use of liquid gas fuel. Petrol prices 
were greatly increased at retail level, and surcharges 
introduced for petrol used by economic organizations at 
quantities in excess of assigned limits. 


In July 1979, an important step was taken to improve 
the planning and management system; the number of 
centrally imposed plan indicators was reduced. Hence- 
forth, the obligatory indicators handed down to economic 
organizations will relate to the quantities of raw and basic 
materials entering the national material balances, the 
number and value of important machines and equipment, 
employment limits, the planned value of net output and 
foreign currency earnings and expenditure targets. The 
economic organizations themselves will henceforth be 
free to elaborate all other plan indicators and to fix pro- 
duction according to demand, available production 
capacity and deliveries of production materials. They 
were also given greater leeway in the distribution of 
earnings.”® 

Closer links have been established between industrial 
and foreign trade activities. An important feature of the 
new regulations relating to this area was the introduction 
of annual correctives to foreign trade prices (so-called 
“planned foreign trade price indices”) listed according 
to commodity groups. These indicators will provide a 
guide when concluding import and export contracts and 
in turn are to be used by production enterprises in the 
formulation of their import needs, production and export 
delivery plan-targets. The regulations envisage the possi- 
bility of revising these indicators in the course of the plan 
year, in which case the industrial and foreign trade 
organizations concerned are obliged to adjust production 
and trade plans accordingly.8° Some exceptions to this 
rule will, however, be allowed. 


An overhaul of the industrial price system will comple- 
ment these changes. The new prices—effective from 
1 January 1980—are designed to reflect recent changes 


79 Income after payments to the central State and to local 
budgets, payments to the industrial ministries, loan and interest 
payments to banks, insurance, etc. and after payments into the 
“expansion and technological improvement” fund can be re- 
distributed, according to certain criteria, into the “salary fund” 
“reserve fund” and “social and cultural undertakings fund”. 
However, the maximum income that can be allotted to these 
three funds is limited by demonstrated gains in labour productivity. 

80 Such revisions are to take place when world market prices 
differ from those underlying the correctives by more than 5 per 
cent. 
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in the cost of materials, and to bring profits more into 
line with production costs. They will reduce the need for 
subsidies from the State budget and, by providing a more 
accurate yardstick of economic performance, should 
contribute to increasing the efficiency of production 
programming. 

In Czechoslovakia, gross industrial production expanded 
by 3.7 per cent in 1979. Difficulties in the energy supply 
situation were aggravated by the effects of a poor harvest. 
Industrial costs per unit of output were reported to have 
declined by 0.6 per cent; within this, the cost of energy 
and materials (at constant prices) fell by 0.8 per cent 
and wage costs by 0.3 per cent.®! However, the rela- 
tionship planned between labour productivity and wages 
was not achieved. 

The growth of final sales fell sharply from 5.8 per cent 
in 1978 to 2.8 per cent in 1979. Deliveries for personal 
consumption rose by 2.5 per cent, for investment by 
1.8 per cent and for export by 3.6 per cent. The compar- 
able figures for recent years and the targets laid down for 
the current five-year plan period are shown in table 3.5. 


The electric power industry was strongly affected by 
fuel shortages: output declined by 11.1 per cent, reflecting 
a sharp decline in the output of heat and steam, and toa 
lesser extent of electric power. Output of electricity from 
thermal power stations declined by 5.5 per cent, but the 
decline in the total production of electricity was limited 
to 1.6 per cent thanks to the contribution of output from 
the newly opened Jaslovskie Bohunice atomic power 
station. Output of coal rose by 1.2 per cent. Output of 
metallurgy rose by 2 per cent, of which ferrous metallurgy 
by 1.9 per cent and non-ferrous metallurgy by 2.8 per 
cent. The chemical industry 8? expanded production by 
2.9, the rubber and plastics sub-branch attaining a growth 
of 5.4 per cent. 


The engineering industry was able to maintain growth 
at the same rate as in the preceding year—6.6 per cent, 
with heavy machine building up by 6.0 per cent and 
general engineering by 6.9 per cent. Sub-branches with 
special development programmes expanded production by 
9.5 per cent;&* putput of equipment for atomic power 
stations rose by 95.9 per cent,®* opencast mining ma- 
chinery by 47.8 per cent, micro-electronics by 36.2 per 
cent and numerically controlled machine tools by 22.3 per 
cent. The glass, woodwork, textile and clothing industries 
continued to expand production at rates ranging from 
4 to 5 per cent. Deceleration was more pronounced in the 
food industry, where the growth rate fell from 3.9 per 
cent in 1978 to 2.0 per cent in 1979. 


Although 1979 was a difficult year for Czechoslovak 
industry, some important achievements were recorded. 
As already indicated, the policy of selective development 
within the engineering industry exerted a strong influence 
on production. There was a markedly better response to 


81 According to the five-year plan, industrial costs were to 
decrease at an annual rate of 0.8 per cent, those for energy and 
materials decreasing at the same rate. 

83 Includes oil refining. 


83 These sub-branches account for some 35 per cent of engin- 
cering output. 


84 Czechoslovakia is a major participant in the CMEA pro- 
gramme we the oa of nuclear power. Around 7.5 billion 
crowns is being invested in nuclear engineering in the period 
1976-1980 and some 12 billion crowns spent a research and 
development. 
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efforts to adapt the structure of production in line with 
the need to redress geographical imbalances in foreign 
‚ trade. The efforts to adapt the demand structure of certain 
branches of the light industry, in particular by encouraging 
import substitution in raw and basic materials, can be 
termed successful—despite problems that arose from 
changes in the commodity structure of supplies. 


New measures to bring about economies in the use of 
energy were incorporated in the draft of a special long- 
term programme directed to this.end which was published 
in October 1979. The programme foresees a reduction 
in relative energy use of 11 million tons of fuel (standard 
coal equivalent) by 1985, rising to 25 million tons by 1990. 


In the German Democratic Republic, industrial pro- 
duction measured in terms of “commodity output” rose 
by 4.8 per cent in 1979. Difficulties encuuntered in the 
early part of the year affected in particular the output of 
metallurgy, basic chemicals and building materials. The 
sector controlled by industrial ministries attained a 
growth rate of 5.3 per cent in output and 4.4 per cent in 
labour productivity. Consumption of industrial raw 
materials rose by 1.3 per cent, with electricity consump- 
tion remaining at the level of the preceding year. While 
no firm data are available on the growth of the average 
industrial wage, there is an indication that it expanded 
less than labour productivity. 


Some notion of the structural pattern of industrial 
growth in the German Democratic Republic can be 
obtained from the plan figures tabulated below (no 
adequate data on actual performance are available for 
1979). The high priority accorded to the electrical engin- 
eering and electronics industries in the five-year plan was 
even more apparent in the annual plans for 1978 and 1979. 
However, the emphasis given in the medium-teria plan 
to machine tools and metal-working machinery has been 
less in evidence in the recent annual plans. The wide 
disparity in the figures for light industry are also worthy 
of note, and although annual plan targets can only provide 
an approximate guide to actual growth figures, it would 
appear that a widening gap has developed between the 


originally planned and actual growth paths of this 
industry. 


Output of electricity rose by 0.9 per cent with some 
supplies apparently having been obtained from the fourth 
440-MW block put into operation at the Greifswald 
nuclear power station. Coal output remained at the level 
of 1978. A positive contribution to the energy balance 
was the 19 per cent increase in imports of natural gas. 


In metallurgy, significant increases took place in the 
output of hot-rolled steel (9.4 per cent), rolled strip (7.3 
per cent), and lightweight cold-formed steel sections 
(11.5 per cent). In engineering, the emphasis on electronics 
was reflected in a 23.8 per cent increase in semi-conductor 
elements and electronic components. Output of metal- 
cutting machines rose 6.9 per cent and of metal-pressing 
machines by 10.6 per cent. The output of agricultural 
machinery rose at the particularly high rate of 10.6 per 
cent. Within light industry, there was a 7.7 per cent 
increase in the output of knitwear, but output of outerwear 
clothing rose by only 0.3 per cent. No data are available 
on production in the other major sub-branches of the 
light and food industries: 


As reported in last year’s Survey, industry in the 
German Democratic Republic has undergone a far- 
reaching reorganization in recent years with a view to 
tightening up links between science and production and 
creating conditions for the speedier introduction of 
rationalization measures and better technology into 
industrial processes. The formation of “Kombinate” in 
industry is now coming to an end, and it was reported 
that there are at present 110 such organizations forming 
the skeleton of the organizational structure. They account 
for 90 per cent of industrial production and employment 
and concentrate practically all industrial R & D poten- 
tial. This high level of concentration implies a new 
approach to the planning and management process— 
notably with regard to the role of industrial management 
in the elaboration of medium- and long-term plans, its 
participation in investment decisions, in the choice of 
technology and in the programming of production. 


German Democratic Republic: planned growth of commodity output by industrial industries 
(Annual percentage change) 


1976 


Annual plan 


1978 


Five-year plan 


1977 1979 1980 1976-1980 


nn ne UU UE EEEEIn ESERIES 


Coal'and Cherey 1. ce citec cscs. ee eag ss 4.9 
Ore mining, metallurgy and potash ..... 4.5 
Chemicalshe. ah oeat oe see ret tee: oe 7.4 
Heavy engineering and complete instal- 
о ть Оо ыы ИО © 6.2 
Machine tools and metal-working ma- 
рН о со ааа 9.1 
General and agricultural engineering and 
уе еее ее ро 6.6 
Wight 1nGustry еее 7.4 
Glass and ceramics ...............0:8- 8.5 
Food processing and local industry ...... 6.7 
TOSI pope. ЗСО ОО 6.7 


Source: National plans. 


3.9 4.8 4.9 4.4 5.1 
4.0 3.4 Pe) 4.3 4.9 
6,2 6.7 5.8 5.7 el 
6.4 6.7 6.2 6.0 6.9 
7.6 8.0 7.5 7.8 9.3 
WP 6.7 7.9 7.1 7.3 
5.2 5.9 3.9 2.4 7.0 
Ue 6.9 5.0 6.2 7.6 
6.1 Se) 55 4.4 6.0 
6.0 5.0 5.8 5.4 
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TABLE 3.5 


Eastern Europe: industrial deliveries 
(Percentage structure and annual percentage change) 


en ene 


Final use 
Inter- 
mediate Personal 
consump- consump- Invest- 
Country and period Total tion Total tion ment Export 


1 A EE Te ee 


Czechoslovakia 
Percentage structure in 1976 .... 100.0 
LOT OMe Senter SS Пр 4.9 
ось Shae ea ad 5.1 
1978 sino ores OP acearecieh ore 
iy ONES J eae eb one. 
Рав оо ее custo 
Pland976-1980 eee tee 

Hungary 
Percentage structurein1975 .... 100.0 
197 GPRS See aioe s OS. MEN 3.6 
197755 gosta eee ae 7.2 
DOT Sa cp Е Loken ait si xe toneasion 4.7 
оке: 

Poland 
Percentage structure in 1975 .... 100.0 
Об . See see 10.7 
ISTE RR cas И. Фо 8.6 
LOT Snare ЕЕ cree 5.8 
1979 F iro: ts, Teh dot npeiena eRe. 2.8 
Plans) 980 ое 3.0-4.2 
2110 1976-1980 еее 8.9-8.5 


65.9 34.1 14.6 4.2 11.7 
5.0 4.7 1.8 51 8.3 
5.0 5.2 37 6.0 15 

5.8 5.3 5.4 6.6 
2.8 2.5 1.8 3.6 
4.1 Е. 6.8 
578 TALE ST eT SS 

51.5 48.5 21.9 3.0 23.6 
3.1 4.1 1.6 1.5 6.8 
4.6 10.1 36 20.5 14.5 
4.9 4.4 47 16.3 2.6 

@ 27 4.6 11.9 

44.1 559 29.8 3.5 22.6 

11.1 
a 41 ef 44 
5.6 5:5 ‘80 89 
10.3 12.7 


Sources: As for table 3.1. 


New organizational forms with regard to foreign trade 
are being developed® and various proposals are being 
considered to provide a better link between the activities 
of the Kombinate and the needs of the localities where 
individual plants are located. The transfer of certain 
responsibilities exercised by ministries and other central 
authorities to the management of the Kombinate 88 should 
free the former to concentrate on basic planning and 
management questions. 


A number of new measures to save energy were intro- 
duced in the German Democratic Republic in 1979. In 
accordance with a decision of the Council of Ministers, 
the illumination of enterprises, shops, streets and other 
public places is to be reduced. Room temperatures have 
been uniformly fixed, the movement of empty vehicles 
eliminated, speed limits controlled, etc. 


Following a policy of retrenchment made necessary 
by a deterioration in the foreign balance, Hungary planned 
a deceleration in the growth of industrial production. In 
the event, however, the 2.8 per cent growth performance 
in 1979 was significantly less than planned. Restriction 
of domestic demand was reflected in a decline in the 
growth of deliveries for consumption purposes—from a 


85 At the present, the number of Kombinate endowed with the 
right to enter into foreign trade agreements is limited. 

88 The Kombinate are headed by directors. While some degree 
of differentiation between principal and subsidiary enterprises 
is foreseen, there should be no dilution of management power. 


rate of 4.7 per cent in 1978 to 2.7 per cent in 1979. Deliv- 
eries for fixed investment fell from 16.3 to 4.6 per cent; 
by contrast, the growth of export deliveries accelerated 
from 2.6 to 11.9 per cent over the two years (table 3.5). 


The policy of rationalizing resource use was reflected 
in a 1.6 per cent decline in industrial employment in 
1979. Labour productivity increased by 4.5 per cent, 
which was more than the plan foresaw and only slightly 
less than in 1978. Growth in average industrial wages also 
declined from a rate of 8.4 per cent in 1978 to 5.5 per cent 
in 1979—again somewhat in excess of the growth of 


labour productivity, though by a margin narrower than 
in 1978. у 


Slower growth was registered in practically all industrial 
branches. Electricity output declined by 3.1 per cent. 
There was a slight increase in the volume of coal output, 
but production declined in terms of calorific content. 
Similarly, output of crude oil and natural gas declined 
and aggregate energy production in terms of calorific 
content fell nearly 6 per cent lower than in 1978. A slight 
decline in imports of crude oil was offset by a steep rise 
in imports of natural gas, and total energy consumption 
remained at levels similar to 1978. 


Output of the metallurgy branches was maintained at 
a rate of 2.6 per cent. While steel output remained practi- 
cally unchanged, imports declined by 12.6 per cent and 
exports rose by 33.1 per cent. There was little increase in 
aluminium output, but exports rose by 4.4 per cent. 


The growth of engineering production declined from 
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6.0 per cent in 1978 to 2.7 per cent in 1979. Total sales 
rose by 3.3 per cent, deliveries for export rising by 9.4 per 
cent while those to the domestic consumer market re- 
mained at the level of the preceding year. Deliveries for 
investment declined by 1.6 per cent. The chemical industry 
experienced a similar situation; the growth rate of 4.6 per 
cent, though still higher than that of all other major 
branches, was only one-half its level in the preceding 
year. Deliveries increased by 4.4 per cent, those for exports 
by 14.3 per cent, and those for the consumer market 
declined by 3.3 per cent. 


The aggregate output of the light industry, broadly 
defined, 87 rose by a mere 0.5 per cent compared with the 
3.2 per cent growth attained in 1978. Output of textiles 
declined by 0.4 per cent and leather and footwear by 
4.1 per cent. A low level of internal as well as external 
demand was among the factors affecting the performance 
of these branches. The light industries were particularly 
affected by restrictions on imports of certain raw materials, 
imposed for the purpose of redressing the foreign trade 
imbalance. Over-all deliveries increased by 1.0 per cent, 
deliveries to the consumer market by 3.1 per cent, whereas 
deliveries for export remained at the depressed level of 
1978.88 


The food-processing industry succeeded in expanding 
production by 3.5 per cent as compared with a mere 
0.4 per cent in 1978. However, there was no change in the 
growth of total deliveries, which remained at 0.8 per cent. 
Deliveries to the consumer market increased by 1.6 per 
cent and for export by 5.8 per cent, resulting in a decline 
in deliveries for intermediate use. 


More effective use of resources, increased international 
competitiveness and generally better adaptation of pro- 
duction to market needs continue to be the primary goals 
of industrial policy in Hungary. In 1979 a further step was 
taken to enhance the guiding role of the price mechanism 
by permitting producers to fix prices of finished products 
in relation to those of similar imported goods. The “com- 
petitive” prices are intended to bring about a more 
market-oriented pattern of output and thus lower the 
demand for imports. The greater profits accruing to 


87 According to Hungarian classification light industry, in 
addition to the textile, clothing, leather and footwear industries, 
includes glass and china, wood and wood-working, and pulp 
and paper industries. 

88 Light industry had increased its total sales by 3.1 per cent 
in 1978. Deliveries to the consumer market rose by 5.6 per cent, 
and deliveries for export declined by 2.1 per cent. 
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enterprises are allowed to be translated into wage in- 
creases, which in turn should help in redistributing the 
labour force towards the profitable sectors. Greater 
conformity is also being achieved between internal prices 
and the foreign currency cost of imported materials as 
well as with the prices on foreign markets. Improved 
methods of calculating profits and costs should help to 
weed out inefficient production and concentrate effort in 
areas where the gain that can be derived from reconstruc- 
tion and modernization is largest.® 


An energy programme up to 1990 was approved by the 
National Planning Committee in November 1979. It 
postulates a somewhat greater use of coal, output of 
which is to rise by some 3 million tons during the decade, 
and extensive development of nuclear power capacity. 
It foresees a growth of total energy consumption at a 
rate of 2.6-3.0 per cent, with electricity output rising at 
a rate of 4.8-5.2 per cent. 


The year 1979 has been exceptionally difficult for 
industry in Poland. A hard winter, poor harvests, break- 
downs in transportation and consequent supply diffi- 
culties, import and investment cuts together with difficult 
conditions on the export market were all factors which 
slowed down growth. 


Industrial sales rose by 2.8 per cent. While no data on 
gross output are available, the growth of the latter was 
probably lower judging by past relationships between the 
two indices.*° The growth of labour productivity was more 
satisfactory. Sales per employed person increased by 4.5 
per cent. Even so, the rise was not sufficient to counter- 
balance the rise in labour and materials costs. The expan- 
sion in (Бе average industrial wage, after having decel- 
erated steadily from 14.3 per cent in 1974 to 5.8 per cent 
in 1978, was speeded up in 1979 to an estimated 11 per 
cent. This wiped out the near balance in the productivity- 
wage relationship which had been achieved with great 
difficulty in 1978, and added to pressures on the consumer 
market. 


891t was reported that one-third of enterprises operate at a 
loss. Another third is of low profitability and also in need of 
modernization of equipment and updating of production. Only 
one-third is considered to be competitive by world standards. 


80 Sales figures differ from gross output figures on account of 
changes in the volume of inventories and work in progress. More 
important are differences between the indices which arise as a 
result of different systems of valuation. Recent changes in the 
comparable indices pertaining to industries in the socialist sector 
were as follows: 

1974 1975 1976 1977 1978 1979 


11S ee 09:3 06.9. 04:9 


Е Е 12.5 126 107 86 58 2.8 


Poland: growth of labour productivity and wages in State and co-operative industry 


a —а—аА———————————0Ш0——ж—ЖЖжЖжЖ——————— 


1974 


1975 1976 1977 1978 


es 


Labour productivity 
Average wage (net) 


ооо ооо 


9.4 8.9 5.8 Sel 
13.6 9.7 7.1 5.6 


——————ыы=——ыыы—ы=——ы—ыы—ы——ЫШЫ—ФШШ—ЫШ—Ш—ВЙШ—Ш—Ш—Ш—_—д—|-—- 


Sources: As for table 3.1. 
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Poland: industrial sales by branches in current prices 
(Annual percentage change) 


i 


Percentage 

in 1975 1976 1977 1978 1979* Plan 1980» 
a eat en 
Total) аи, 100.0 16.9 10.8 8.3 3.6 3.0-4.2 
Bnerayre. Pesos sie oe eee 9.9 22.0 5.9 5.0 1.5 3.6 
Metallurgy as пос cece aie ort 8.9 21.1 5.9 6.6 0.6 323 
Engineering ees: ева. 26.4 17.4 15.1 11.2 SYS) 51 
Слеписав и: ее оена 9.2 17.2 8.8 7.6 3.9 3.5 
Minerals and construction ........ 3.3 19.3 16.6 6.6 —1.8 5.8 
Wood and Paper ................ 4.5 24.3 11.4 4.9 —3.3 6.3 
Light Mercer ока wee ste es 148.0 13.1 9.6 7.4 1.3 4.1 
FOOdtas ола. 20.7 12.3 9.1 8.9 5.6 3.8 
Other. Fe eerie 2.3 21.0 21.9 


Sources: Biuletyn Statystyczny, No. 12, 1979 and Monitor Polski, No. 30, 1979. 


а 10 months. 
> 1979 prices, 


Deliveries to both internal and export markets were 
significantly less than planned. Deliveries to the consumer 
market rose by 4.1 per cent against a plan figure of 7.7 per 
cent, whereas deliveries for export rose by 4.4 per cent 
against a planned 9.6 per cent. There was reported near- 
fulfilment of the plan of exports to hard currency coun- 
tries. While no data are available on the level of deliveries 
for investment, it would appear that the latter declined 
by about 10 per cent—in conformity with the plan. 


Available data on changes in output by branches 
include the effect of price movements and hence do not 
provide an accurate picture of the pattern of structural 
growth. However, they give some useful information from 
which it appears that all branches experienced a sharp 
deceleration in the growth rate, resulting more from a 
slackening of deliveries to the internal market than from 
deliveries for export. This was true particularly in the 
case of metallurgy, engineering and the wood and paper 
industries, for which the growth of sales in current dom- 
estic prices fell sharply (see table above) while the growth 
of exports (in foreign exchange currency) was actually 
faster than in 1978. 


Output of electricity rose by 1.6 per cent, which was 
insufficient to cover requirements. Inadequate plant and 
equipment was said to be partly responsible for frequent 
power failures.*1 Output of hard coal rose 4.4 per cent 
and exceeded 200 million tons. However, there was little 
change in the output of brown coal and production of 
natural gas declined. Taken together, production of 
energy materials (in terms of calorific content) rose by 
an estimated 2.7 per cent, while consumption rose by an 
estimated 4.2 per cent. A slight decline in exports of hard 
coal and a steep increase in imports of natural gas made 
up the difference. 


In the engineering industry, dynamic growth continued 
in machinery and equipment for mining, and in construc- 
tion and road-building machinery, which registered 
tonnage increases of 21.6 per cent and 13.4 per cent 
respectively. Output of computer equipment rose 26.9 per 


91 It was stated that only 18,000 MW out of a total of 25,000 MW 
electric power generating capacity is used during peak load 
periods, Around 28 per cent of installed capacity remains unused 
because of repairs and unforeseen breakdowns. 


cent and guidance and control machinery and equipment 
by 11.5 per cent. Output of passenger cars rose 7.5 per 
cent to a level of 350.1 thousand units. There was a 
decline in the output of most other consumer items 
although the structure of output was improved. 


An inadequate supply of imported raw materials parti- 
cularly affected light industry; sharp decreases in output 
were recorded in textiles and knitted goods. In the food 
industry, a bright spot was the 5 per cent increase in the 
output of meat and some recovery in the fish catch. 


Inadequate improvement in production efficiency and 
mounting foreign trade imbalances are causing concern. 
Official statements could be interpreted as suggesting the 
possibility of a far-reaching reappraisal of management 
methods and there has been a drastic revaluation of 
medium-term growth prospects. According to recently 
formulated guidelines,®? industrial production is expected 
to rise at the rate of 3.7-4.4 per cent in the 1981-1985 
period. The branch pattern of growth is to be more 
balanced and other steps have been undertaken with the 
purpose of achieving improvements in the internal bal- 
ance, increasing the competitiveness of exports and 
reducing the use of raw materials per unit of output. 


A comprehensive programme for the development of 
the energy economy and the rationalization of energy use 
is being pr-pared. It deals with long-term aspects, focusing 
on conservation of liquid fuels. The programme is being 
elaborated with the participation of specialists in various 
fields and it should, among other things, permit the crea- 
tion of a more rational system of energy management in 
all facets of energy production and utilization.® 


* Guidelines of the Party Central Committee to the eighth 
Party Congress. “On the further development of socialist Poland 
and of the well-being of the Polish People”, Warsaw, October 1979. 


93 In the course of the debate on the programme, it was pointed 
out that, to a large extent, excessive use of energy in Poland was 
due to obsolete technological processes. According to opinions 
expressed by some experts, modernization of the country’s 
foundries could result in a 30 per cent saving in the amount of 
energy used: in zinc production, a change in the method of refining 
could save 70 per cent of the energy utilized. Large energy savings 
could also be made in cement and in the production of basic 
chemicals, Zycie Warszawy, 13 March .479. 
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In Romania, gross industrial production expanded by 
8 per cent, representing only a slight deceleration from 
the 9.0 per cent rise of the preceding year. This however, 
masks a rather significant decline in the growth rate of 
most branches, offset by a recovery in the growth of food 
processing made possible by the better harvest. Net output 
rose by 9.1 per cent and industrial labour productivity 
(measured by gross output) by 6.4 per cent—the latter 
somewhat faster than in 1978. In sharp contrast to the 
preceding year, average nominal wages rose by only 2 per 
cent, thus leaving some room for manoeuvre in absorbing 
the impact of rising raw material costs. 


Romania: the growth of labour productivity and wages in State 
and co-operative industry 


(Annual percentage change) 


1976 1977 1978 1979 
Labour productivity ............... 73 8.1 6.2 6.4 
MAVETARELWADE пе. occ ie ode Se ql 2 < 


Sources: As for table 3.1. 


Apart from satisfactory performance of the food- 
processing industry, where growth accelerated from 0.8 
per cent to 7.7 per cent, relatively fast growth was also 
reported for the light industry (textiles, clothing, leather 
and footwear), average gross output of which rose by 8.1 
per cent against 7.8 per cent in 1978. In the predominantly 
producer-goods branches, ferrous metallurgy, engineering 
and construction materials continued to expand produc- 
tion rapidly, with growth in the latter two remaining at 
two-digit levels. There was little growth in the energy sector 
or in chemicals and only modest expansion in non-ferrous 
metallurgy. 

Output of electricity rose by 1 per cent, and although 
coal output expanded by 12 per cent, the aggregate pro- 
duction of energy materials, in terms of calorific content, 
was lower than in 1978: output of crude oil declined by 
10.2 per cent and of natural gas by 6.2 per cent. Scarcity 
of energy materials was apparently one factor in the sharp 
curtailment of the growth in chemical industry output, 
which fell from 10.6 to 1.0 per cent. Another contributing 
factor was the accident at the Pitesti chemical works 
reported in last year’s Survey. 

The engineering industry expanded production by 11.7 
per cent and a further big step was made towards shifting 
its composition in favour of high-technology products. 
Output of automation and electronic guidance systems 
rose by 32.3 per cent; of electronic calculating equipment 
27.8 per cent; of metal-and plastic- cutting and forming 
machines by 27.7 per cent, and of optical and precision 
engineering items by 18.3 per cent. Production of sea- 
going ships, which is one of the priority branches in the 
present five-year plan, rose by 61.4 per cent; although this 
does not fully compensate for the decline that took place 
the preceding year, the level of production was 70 per cent 
above that of 1975.94 


94 Romanian shipyards began large-scale production only in 
the 1970s. Rapid development is focused on the aim of self- 
sufficiency in maritime transport by 1990. It is in the nature of the 
product that the industry’s output tends to fluctuate sharply from 


year to year. 


Good results in the consumer sector included a number 
of major items produced by the engineering industry— 
notably a 14 per cent increase in the output of radios and 
ап 11.2 per cent rise in production of television sets.®* In 
light industry, there was a 10.7 per cent growth in the 
output of knitted goods, whereas in the food industry 
there was a notable 17.1 per cent gain in the output of 
meat. 


In 1979—in connexion with the 12th Party Congress— 
an “Energy Research and Development Programme” was 
adopted which not only represented a blueprint for Ro- 
mania’s energy policy for the period 1981-1990, but also 
provides an outlook for perspective development until 
the end of the century. The programme—drafted with 
the object of assuring eventual self-sufficiency with regard 
to energy supplies—envisages a wide spectrum of action 
which ranges from research, exploration and development, 
to improved methods of energy utilization. The country’s 
energy potential is to be enhanced, particularly through 
maximum utilization of hydropower, coal, bituminous 
shales and nuclear energy. Among the specific targets, the 
change scheduled in the structure of electric power pro- 
duction is worthy of note; there will be a radical shift in 
favour of hydroelectricity, nuclear power and certain 
“non-conventional” energy sources. 


Energy consumption per unit of national income is 
taken as the main indicator of economic efficiency. It is 
to be reduced to the lowest levels found in the industrial 
world. The index of energy consumption per unit value 
of industrial production is also to be lowered by at least 
40 per cent in the next decade. 


Concomitantly, Romania’s State Council published a 
decree aiming at drastic cuts in energy consumption. The 
decree establishes norms for lighting and heating in 
enterprises, public institutions and private houses. It 
stipulates measures to restrict fuel consumption in trans- 
portation and sets higher prices for a number of energy 
products. A notable feature of the price adjustment 
measures was the introduction of petrol coupons supplied 
to owners of foreign registered cars, payable in convertible 
currency. 


B. ENERGY 


(i) General trends 


According to preliminary and incomplete data, the 
aggregate production of energy materials (value calorific) 
rose in the eastern area by an estimated 1.9 per cent in 
1979 compared with a 3.8 per cent rate registered in the 
preceding year. Data on energy consumption are not 
available for 1979, but it rose by 4.4 per cent in 1978, 
the first year since 1973 in which the growth of energy 
production in the area lagged behind requirements 
(table 3.6). 


э5 However, part of these increases only compensated declines 
that took place in some earlier years; in 1979, output of radios 
was 6.3 per cent and of television sets 12.1 per cent above their 
1975 level. 
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TABLE 3.6 


Production, net imports or exports and apparent gross consumption of primary energy 
in the Soviet Union and eastern Europe 


(Annual percentage change) 
a ЕЕ I i eee 


1971 1972 1973 1974 1975 1976 1977 1978 1979 
wee ee a ee ee ee ЕЕ ТВЕИ ЕЕ ЕЕ 
eo Are 
Production 
Soviet Ом ее 5.2 4.5 5.0 6.0 5.9 5.7 4.7 4.3 2.0 
Eastern: Вогоре а 2,2 1.0 1.0 1.3 4.0 3.1 2.5 1.9 1.6 
Soviet Union and Eastern Europe 4.5 Sol 4.3 4.9 5.5 52 4.3 3.8 1.9 
Net imports or exports 
Soviet Union (net exports) ...... 2300s 381 5.9 13.1 10.7 18.2 10.8 2.3 
Eastern Europe (net imports) ..... 24.0 11.6 17.9 0.7 1722 12.3 19.2 10.9 
Soviet Union and eastern Europe 
(netexports) ее 6.7 —11.2 —2.1 23.6 6.3 224 9.2 —3.8 
Apparent consumption 
Soviet: Uinionmeareee cr eee 5.6 5.6 4.8 5.1 5.2 3.8 37 4.7 
IPasternie ре cme ntidcits 4.6 2.3 4.0 1.2 6.1 4.7 4.4 3-7 
Soviet Ошоп ап4 eastern Europe . 5.3 4.7 4.6 4.0 5.4 4.1 3.9 4.4 
ape 
Soviet Union 
Production Е 5.1 5.3 4.9 5.4 4.9 5.0 4.7 3.8 
Gonsumpuon ees. eee 5.3 6.2 4.6 4.4 3.5 6.0 1.8 4.7 


A: Refers to production or apparent gross consumption (production plus imports and minus exports) of major types of primary energy, 
crude oil and oil products, natural gas and gas products, coal and coal products and hydro power and nuclear power; for electric- 


ity, net exports or imports refer to total electric power 


В: Includes, in addition to the above, production and gross consumption of peat, oil shale, and wood. However, it excludes production 
and consumption of atomic energy. Data for consumption are adjusted for changes in stocks and for a statistical discrepancy 


appearing under “other sources” in the official statistics. 


Sources: National statistics, Government communications to the ECE Committees on coal, gas and electricity, secretariat estimates. 


Note: The data differ somewhat from those appearing in earlier Surveys on account of the use of different coefficients to convert 
various sources of energy into coal equivalent. To the extent to which it was possible, the present estimates were derived ‹ ing national 
coefficients of conversion. In the earlier estimates standard coefficients were used, identical to those utilized in the United Nations 
compilation of “World Energy Supplies”. The greatest differences appear in coal, for which the estimated calorific content is generally 


lower according to national sources. See also appendix note. 


This was the result of slower growth in the output of 
primary energy materials which was not offset by im- 
provements in the efficiency of utilization. To the resulting 
excessive expansion of energy consumption were added 
difficulties in transportation. The consequent bottlenecks 
in energy supplies were among the factors inhibiting the 
rate of over-all economic expansion in all countries. 


These trends were particularly apparent in the Soviet 
Union. In a number of east European countries produc- 
tion trends were more favourable, though consumption 
trends were less so. In fact, the statistical record provides 
little evidence in any of the eastern countries of a substan- 
tial decline in the rate of consumption growth, and in 
some it has even accelerated. Growth was around 4 per 
cent in the years 1977-1978 in both the Soviet Union and 
eastern Europe (table 3.7). This was somewhat lower than 
the 5.3 per cent recorded by the Soviet Union in 1971- 
1973, but is higher than the 3.6 per cent reported for the 
east European countries taken together, during the same 
years. There has thus been no change in the trends noted 
in an earlier игуеу,® which reported high and even 
accelerating rates of energy consumption growth during 
1974-1976 as compared with 1971-1973 for the region as 
a whole. 


°6 Economic Survey of Europe in 1977, part I, pp. 120 et seq. 


Changes in the rates of over-all economic expansion 
do not actually explain the trends of aggregate energy 
consumption. In most countries of the area the growth 
rate of net material product has decelerated in recent 
years. As can be seen from the table below, the coefficient 
relating the growth rate of energy consumption to the 
growth of net material product has risen sharply through- 
out eastern Europe and remained unchanged in the Soviet 
Union. 


In all countries of the area, vigorous measures have 
been in force for a number of years aiming at restricting 
energy use. These measures were reported to have success- 
fully reduced energy requirements on a micro-economic 
level. But the absence of any visible improvement in 
the utilization of energy materials on the over-all level 
is apparent. The elements influencing the level of energy 
requirements are complex and it would be too ambitious 
to analyse the question fully within the framework of this 
Survey. Nevertheless, some comment may help to bring 
the problem into sharper focus. 


In the first place, post-1973 experience was different 
in the countries of the area than in other European and 
some industrialized overseas countries. Certainly such 
comparison is made difficult by the fact that the slackening 
in the growth of over-all economic activity has been less 
pronounced in eastern Europe and the Soviet Union than 
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TABLE 3.7 


tion of primary energy materials, 
nion and eastern Europe 


(Average annual percentage change) 


Production Net imports Apparent consumption 
1971- 1974- 1977- 1971- 1974- 1977- 1971- 1974- 1977- 
1973 1976 1978 1973 1976 1978 1973 1976 1978 
Bulgaria 
PROSALE sere he crore se —3.6 —0.8 ].5 8.9 7.2 6.4 3.3 4.2 4.7 
Coal аа... —2.9 —1.7 0.6 4.4 1.9 0.6 —0.8 —0.6 0.6 
ребе. -.... —17.1 —12.2 38.3 9.9 4.4 5.4 9.1 4.2 5.9 
Са... —22.4 —45.2 8 — & 25.0 * —22.4 116.2 24.6 * 
Hydro and nuclear . 6.0 45.7 5.4 b 2.1 4.9 41.9 25.1 5.2 
Czechoslovakia 
Total Frac Ss on ons —0.6 1.6 1.6 13.7 8.2 8.2 2.4 3.4 3.7 
Coal sn. hae —0.5 1.6 1.4 13.2 с 4.5 с 24.6 с —0.8 1.6 2.1 
реком ....... —5.5 —8.6 —5.5 13.0 6.0 4.5 12.6 5.8 4.4 
Сазте......1 —5.7 —0.9 14.8 21.0 21.8 16.6 10.4 16.2 16.2 
Hydro and nuclear . —1.4 14.1 2.4 7.8 —2.8 —6.1 —0.8 4.3 —1.7 
German Democratic 
Republic 
otal Peete eves. tices —0.8 0.5 1.2 12.7 3.4 6.2 22 1.3 245) 
Coa son gto sein —1.9 —0.1 1.0 6.1 —10.4 2.1 —1.1 —3.3 —1.1 
репо... — ae — 14.6 4.5 7.5 14.6 4.5 1.5 
Gasper ererrriss _.. 64.9 7.1 2.2 84.8 60.9 4.2 68.7 24.0 3.2 
Нуаго ап@4 nuclear... —1.9 58.5 19.5 47.1 —37.5 62.2 10.9 32.8 21.8 
Hungary 
ROA ete as ones 0.0 0.9 3.1 8.8 9.1 7.1 3.1 4.3 4.9 
Со... —4.6 —3.1 —1.0 —5.9 1.8 —4.3 —4.9 —2.1 —1.8 
Petroleuni Hen. . с 0.9 2.5 1.3 16.2 8.1 11.4 11.7 6.8 9.4 
Gaskets 5. as’ 12.6 725 9.7 —2.1 92.6 —3.9 11.8 13.6 7.3 
Hydro and nuclear 8 & a 11.2 —4.1 Bh 11.0 —4.5 4.7 
Poland 
оао 3.9 4.3 she 0.1е —5.7е —6.2е 4.4 5.4 4.1 
а. 4.0 4.2 aS) 7.6¢ 2.3¢ 0.9¢ 2.9 4.8 4.3 
Рено. =... —3.6 5.1 —10.7 16.6 6.7 5.1 15.8 6.7 4.6 
Са. 1.8 7.5 — 14.8 17.1 1.5 4.1 9.7 0.4 
Hydro and nuclear —1.7 4.2 6.7 a 6.0¢ а —63.1 173.3 — 
Romania 
ТО... 4.2 4.3 0.9 b 28.9 54.8 6.5 5.4 5.6 
Coal ere а: 3.3 85 5.3 12.3 7.4 11.3 5.8 4.9 7.4 
Petroleum eeeeees: « 263 1.0 —3.4 —36.3 b 191.5 9.6 4.4 11.6 
ера 4.9 6.9 1.5 с с с 5.0 7.0 1.5 
Hydro and nuclear ... 39.6 2.4 14.4 14.3¢ —25.7¢ a 117.1 18.5 25,7 
Eastern Europe 
рено ТУ 2.8 Dye 17.7 9.8 12.1 3.6 4.0 4.1 
(Sri lh a pe oe 0.9 2.1 2.4 13.0¢ 7.8¢ —4.2° 0.4 1.8 27 
Petroleum .......... 1.6 1.0 —2.6 16.4 6.6 9.4 12.3 5.4 Ua 
Gas SS cere eel ote 6.2 6.8 2:5 23.9 42.2 10.7 7.4 11.0 4.1 
Hydro and nuclear . 9.9 20.7 11.0 19.6 8.0 8.9 12.8 16.7 10.4 
Soviet Union 
нае oe 4.9 5.9 4.5 1.7¢ 14.0¢ 6.4¢ 5.4 4.7 4.2 
О ое 1.7 1.8 0.8 —8.2 с 3.1е — 0.3 с* 2D Я 0.9 
Ренова и. а 6.9 6.6 4.9 4.4 с 10.9 с 5.35% Use 5:2 4.7 
Gas haa озна 6.5 10.4 at a а 26.8 с* WD 8.1 6.7 
Hydro and nuclear ... 1.7 6.3 15.4 26.0¢ Sic с 0.4 6.3 16.3 
Eastern Europe and 
the Soviet Union 
Total). CARS. sii s 4.1 57) 4.0 —6.7¢ 17.2¢ 2.55 4.9 4.5 4.1 
Cod lea autkopcennstegseros 1.4 1.9 1.5 —0.4¢ 5.3¢ —1.6°¢* 1.4 1.7 1.6 
PetrolevMs ccs +s: 6.7 6.4 4.6 —5.7¢ 15.9¢ о с* 8.5 52 52 
а о неа 6.4 9.8 6.9 50.6 a 190.4 ¢* 7.2 8.6 6.3 
Hydro and nuclear ... 2.4 8.0 14.8 a а a Ds 8.2 15.1 


ew 


Sources: As for table 3.6. 


Note: Data appearing under net imports or net exports of hydro and nuclear power refer to net trade in electricity. 
® Amount was zero or negligible in one of the terminal years. 


> During the period there was a change from an export to an import position. 


с Net exports. 


« During the period there was a change from an import to an export position. 
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TABLE 3.8 


Net imports (++) or exports (—) in selected years 1970-1978 as percentage of apparent 
gross consumption of energy materials in the Soviet Union and eastern Eurepe 


1970 1973 1976 1978 
Bulgaria 
Е овысовови 51.9 61.0 66.3 68.4 
Coal arise 16.1 16.7 15.6 14.3 
Petroleum .... 35.8 43.2 43.4 44.0 
Са —- — 6.3 9.0* 
Electricity .... — 1.1 1.0 1.1 
Czechoslovakia 
Total. 4.0.22 ¢e8 19.4 26.5 30.3 33.0 
СОА —1.3 —1.8 —1.8 —0.7 
Petroleum .... 18.3 24.5 26.4 26.7 
Са... 1.9 3.2 5:2 6.6 
Electricity .... 0.5 0.6 0.5 0.4 
German Democratic 
Republic 
О scleacies 20.4 27.4 29.1 31.1 
Со 7.5 8.3 5.8 57 
Petroleum .... 12.8 18.1 19.9 21.8 
Gas case eee aioe 0.1 0.9 3.4 3.5 
Electricity — 0.1 — 0.1 
Hungary 
Total) лева 33.8 39.6 45.3 47.2 
Coal@ acacia 11.9 9.0 8.4 7.0 
Petroleum .... 19.7 28.1 31.3 35.3 
Са 0.8 0.7 4.2 3.5 
Electricity 1.4 1.8 1.4 1.4 
Poland 
Total” aon sc seer —13.9 —12.3 —8.8 —7.1 
Со —24.6 —27.1 —24.8 —23.3 
Petroleum .... 9.7 13.6 14.1 14.4 
Са 1.0 1.4 1.9 1.8 
Electricity .... — —0.2 — — 


1979 1973 1976 


———————Ш—ж——— 


Котата 
Total Восс —2.9 3.8 6.9 14.9 
Соне 5.4 6.3 6.4 7.1 
Petroleum .... —7.4 —1.6 iB 8.1 
Gast. crocs —0.4 —0.4 —0.3 —0.3 
Electricity .. —0.5 —0.6 —0.2 — 
Eastern Europe 
Totals, Ste. so 10.7 1557 47:2 21.4 
Сов —2.5 —3.3 —3.8 —3.1 
Petroleum 12.4 17.6 18.3 20.8 
Са... 0.7 tee 2.5 3.4 
Electricity .... 0.1 0.2 0.2 0.3 
Soviet Union 
ее —14.9 —13.4 — 17.3 —18.1 
Goalin wacanitet —2.2 —1.5 —1.4 —1.3 
Petroleum —12.7 —12.4 —14.6 — 14.9% 
Са — 0.4 —1.2 —1.8* 
Electricity .... — —0.1 —0.1 —0.1 
Eastern Europe and 
the Soviet Union 
То —7.4 —5.2 —7.4 —7.2 
Goal eee as —2.3 —2.0 —2.0 —1.8 
Petroleum —5.3 —3.8 —5.4 —5.0 
Са... - 0.2 0.6 — — 
Blectricitye-a-. — — — — 


Sources and notes: As for table 3.6. 


in the West. It is notable nonetheless that in the great 
majority of western countries, the decline in the rate of 
growth of energy consumption has been much steeper 
than the decline in the rate of growth of over-all economic 
activity; and a number of countries were able to expand 
the level of production while reducing the level of energy 
consumption in absolute terms (table 3.10). In other 
words, either past trends towards an increase in the 
energy content of production have reversed or, in some 
cases, trends towards a decline in “energy intensity” have 
accelerated. In the east European countries and the Soviet 
Union, the general tendency has been for the movement 
towards a reduction in the energy intensity of production 
to slow down (see text table). 


The eastern countries of the region have, moreover, 
been among the world’s highest energy consumers per 
unit of national product. There is in general a close corre- 
spondence between the energy intensity of production 
and relative per capita GDP levels (see table 3.9). Large 
upward deviations in energy intensity (compare columns 
1 and 2) are few and those that do exist relate as a rule 
to countries which either dispose of cheap hydroelectric 
energy—Finland, Norway and Canada—or which use 


non-commercial fuel to a large extent, as in the case of 
Turkey. But the relationship between energy intensity of 
production and relative GDP levels breaks down when the 
east European countries and the Soviet Union are con- 
sidered. Thus, in 1973, energy consumption in Bulgaria 
(with a per capita GDP of some 39 per cent of the US 


Ratio of growth rate of total primary energy consumption 
to growth rates of net material product 


(Coefficients) 


SS 


1971-1973 1974-1976 1977-1978 
Виана сор areas 0.43 0.55 0.78 
Соесво оу оо 0.49 0.64 0.79 
German Democratic Republic ... 0.41 0.27 0.60 
FUN gary о о een 0.49 0.86 0.78 
Poland ayy nie. se toe aoe 0.44 0.63 1.03 
Romania asthe мол: see eee 0.57 0.49 0.70 
Soviet Union’ s.scee cee eee ene 0.89 0.92 0.89 


ыЪджБЖ— д 
Sources: As for table 3.6 and СМЕА Yearbooks of various years, 


TABLE 3.9 


Relative energy intensity and growth rates of GDP and growth rates of apparent gross 
consumption of energy materials in the Soviet Union and eastern Europe 


и. 


Average annual rate of growth 


Level of Energy Energy 
GDP per intensity GDP consumption 
ea in of GDP in 
: 1973, 1971- 1974- 1971- 1974- 
Country US = 100 US = 100 1973 1977 1973 1977 


м—ж— ne 


eA te 
Austria FARE Go Been arene 59.8 62.9 5.6 3.1 4.8 1.2 
Belgium eer. cece as 73.1 79.0 5.5 2.4 4.0 —1.2 
Denmark SRR seas b Sere es 72.9 64.9 4.4 1.8 —0.5 0.2 
inland sce se ee as oe 69.4 84.3 53 1.5 5:2 1.1 
Panaracer  . 64.6 65.8 5.6 2.8 6.9 —0.7 
Germany, Fed. Rep. of ........ 927 ier? 3.9 1.7 4.0 —0.4 
GreeCe ice tere tok eee can 39.7 41.3 7.8 2.9 12.7 4.0 
Jog ENaC YA, вам. 53.3 56.8 4.8 2.9 3.8 — 
ау. а. ТА... 517 56.4 3.9 2.0 4.2 1.1 
Netherlands... ss so Sta аи. . 73.9 74.9 4.5 2.3 7.8 0.7 
а о Pontos avs 70.8 84.8 4.6 4.8 4.0 0.1 
Portuga Been. . Riese me к. 34.4 31.1 8.6 2 7.0 4.3 
Spans ем. 45.1 43.4 ТР 2.6 9.2 4.6 
Зуебепег. ак 82.8 84.3 1.6 0.8 22 1.5 
Switzeriandso: ле. ae wee 72.7 60.3 3.4 —1.4 4.2 0.9 
СА о eee oa ee 15:2 51.3 6.7 Ue) 8.3 6.9 
United Kingdom ............. 70.9 68.1 4.2 0.3 1.8 —1.4 
Ааа 92.6 109.4 6.8 3.3 6.2 2.3 
Ее С. 100.0 100.0 4.7 2.0 3.6 0.8 
‘Yugoslavia в, ее. eee 30.3 50.6 5.7 6.0 6.7 6.9 
Ааа. de 64.8 4.6 2.6 4.7 5.0 
INew Zealand) . Го... И 76.0 55.5 4.7 0.7 555) 4.5 
JAPAN Mee ов 64.5 58.3 8.1 3.2 5.9 0.9 
SR 
Bulgaria eee ees oe 38.8 97.2 7.6 7.3 4.1 5 
Czechoslovakia a. 1. кс: 55.8 90.0 4.9 52 2.3 3.6 
German Democratic Republic .. 58.4 93.2 5.4 4.9 2.3 2.1 
Нина ое ьь 42.5 64.9 6.3 6.0 3.4 Ben 
Poland Be. oo oar oe Me este 42.3 81.1 9.9 al 4.2 55 
Romanian о. 33.1 90.0 11.5 10.3 7.0 55 
К А оо 45.3 92.1 6.1 6.72 52 4.5 


Sources: Column 1, ECE, “Study оп Comparative GDP Levels”, Economic Bulletin for Europe vol. 31, No. 2. 
Column 2, index of per capita consumption of energy materials in terms of calorific content with the figure for 


the United States taken as a base, divided by the index shown in column 1. The figures for per capita consumption of 
energy materials represent OECD and Secretariat estimates. The OECD estimates were derived from “Energy Balances 
of OECD Countries” 1975-1977, OECD, Paris 1979. The secretariat estimates cover eastern Europe, the Soviet Union 
and Yugoslavia. They differ somewhat from those underlying tables 3.6, 3.7 and 3.8 for reasons explained in the 


appendix note on page 180 below. 


Columns 3-7, OECD, Main Economic Indicators, September 1979, p. 152, CMEA Yearbooks of various years 


and Yugoslav Yearbook. 


Note: Figures in the column on the average annual growth of GDP appearing in panel (B) refer to the growth 


of NMP. Those for Yugoslavia refer to GMP. 


level) per unit of GDP was almost the same as in the 
United States. Even for Hungary, where energy con- 
sumption per unit of GDP is the lowest in the area, the 
relative position of the index is very substantially higher 
than its ranking on the per capita GDP index. 

The high energy intensity of the GDP in the east 
European countries and the Soviet Union has been partly 
the result of the excessive energy intensity of industrial 
production. In fact, it may be termed surprising that in 
the Soviet Union and in Romania the share of industry in 
total consumption of energy materials has been near to 
70 per cent and that in Czechoslovakia it stands above 
50 per cent (table 3.10). In none of the 22 western coun- 
tries does the share exceed the 50 per cent mark. By 
contrast, the share of transportation in total energy 


consumption has been uniformly lower in the area than 
in the western countries. 


The preponderance of industry and the relative lagging 
of transportation are equally apparent in the absolute 
figures on per capita consumption of energy in the various 
sectors shown in the same table. It is not unexpected, of 
course, to find that the association between per capita 
GDP and per capita energy consumption in individual 
sectors is not as strong as the corresponding association 
with total per capita energy consumption. Even so, the 
relatively high level of per capita energy consumption in 
industry in the countries of the region is notable. For 
instance, the Soviet Union ranks first and Czechoslovakia 
ranks third in the per capita consumption of energy in 
industry—both assuming a position higher than the United 
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TABLE 3.10 


Final consumption of energy materials in selected countries of the world by broad sectors 
of the economy, in 1975 


Эх 


Final consumption per capital ® 


Country Total Industry 


оо ооо 3 324 1 279 657 
Belgium ее 4 842 2112 737 
Denmark <:.pries sss 4 033 790 957 
Е ооо o> cote 4901 2 039 821 
Brance ue. ae occa 3 559 1 335 753 
Germany, Fed. Rep. of... 4250 1 668 
Стевенс 1335 538 336 
пез..." 2420 658 658 
Тау. в ти 2516 1 140 491 
Netherlands ............ 5 055 1 908 778 
Могу" 4 894 2 285 
Portugal race aoe ос 912 347 341 
Spain Wists. coe teers eee 1 739 851 488 
уе бел и." 6 128 2 653 951 
Switzerland) cee teen a 3 479 821 877 
Turkey икота eee 800 151 191 
United Kingdom ........ 3 566 1 369 750 
Canadagy. sen eaate ss se 7914 2335 
United $18165... :...-.. 8 112 2 365 
Australia® ое. 4 163 1798 
New, Zealand Baas. a. er 3 007 990 994 
Уарадь еее ое nse 2950 1 562 531 
Czechoslovakia.......... 4 597 2460 309 
German Democratic 

Веро cere 3 977 1832 
TUN SALTY сев ое 2464 875 213 
РОО еее ов 3 271 1522 305 
Воташа м. 3 476 2 399 186 
Soviet Ошоп@.......... 4 130 2 982 281 


Transport 


Percentage distribution 
(total fuel consumption = 1 


Agriculture, Agriculture, 
residential residential 
and and WNon-energy 
other Industry Transport other uses 


SS 
1 208 38.5 19.8 36.3 5.4 
1 872 43.6 15:2 38.7 2:5 
2159 19.6 24.4 53.5 2.4 
1926 41.6 16.8 38.9 2 
1235 37.5 21.2 36.2 Salk 
1 645 39.2 17.9 38.7 4.1 
417 40.3 25:2 312 8.2 
1041 27.2 2-2 43.0 2.8 
831 45.3 19.5 33.0 2.1 
2161 В 15.4 42.7 4.1 
1365 46.7 20.8 27.9 4.7 
160 38.0 37.4 17.6 6.8 
330 48.4 28.1 18.9 4.6 
2 329 43.3 15.5 38.0 3.2 
1675 23.6 25.2 48.1 Зри 
440 19.0 23.9 55.1 2.0 
1338 38.4 21.0 37.5 3.1 
2877 29.5 28.7 36.4 5.4 
2217 29.2 34.0 33.6 3.2 
7 47.2 26.3 231 3.4 
950 33,2 23.4 41.6 1.6 
757 53.0 18.0 257 3.4 
В" 
1505 53.5 6.7 SPAT 7.0 
1778 46.0 535 44.7 3.7 
1216 3515 8.6 49.3 6.5 
1381 46.5 9.3 42.2 1.9 
891 69.0 5.4 25.6 с 
867 72:2 6.8 21.0 


Sources: Аз for table 3.9; for Romania: Revista Economica, 24 November 1978; for the Soviet Union: Vestnik Statistiki, Мо. 1, 1978 


Note: Final consumption differs from apparent gross consumption (which underlies the figures shown in table 3.9) by the exclusion 
of losses in conversion in the production of electricity and steam; of own consumption by the energy sector; losses in transport; losses 
in conversion into other energy materials; and of the statistical discrepancy between aggregate sources and uses. The estimates of total 
final consumption, as well as of consumption by sector, include values for electricity obtained by “physical” fuel equivalent (as opposed 
to conventional input) coefficients—see appendix note on page 180 below. 


8In kilograms of coal equivalent of conventional fuel. 
ь 1977. 

© Included in the figure for industry. 

4 Total excluding non-energy uses. 


States. Romania is equally among the highest industrial 
energy consumers, whereas in Poland consumption in 
industry exceeds—on a per capita basis—that of France 
and the United Kingdom. In contrast, per capita con- 
sumption of energy in transportation in every east 
European country is among the lowest exhibited. 


These structural characteristics of energy consumption 
in the region must, of course, be borne in mind when 
considering trends in over-all consumption. While factual 
knowledge regarding the elasticity of energy consumption 
is admittedly sparse, it may be assumed that consumption 
in industry is, more than in other sectors, determined by 


technological factors and therefore is more resistant to 
restraining measures.*’ On the other hand, the low level 
of consumption in transportation points to the absences 
of “reserves” in this area. Even more, it reflects a lag in the 
development of road transport which will eventually have 
to be corrected, putting additional pressure on energy 
requirements. 


7 Needless to say, this applies except when such measures 
affect the structure of production, in which case there may be 
a prompt effect on energy requirements. 
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TABLE 3.11 


Soviet Union: production and net exports of energy materials 


—— 


1970 1975 1976 


Plan 


Plan 
1977 1978 1979 1980 1976-1980 


———<——— 


Coal (million tons) 


Production ........ 624.1 701.3 711.5 
Hard о 432.7 484.7 494.4 
ignite: sean eee. 144.7 160.2 160.0 

Net exports®....... 13.8 19.6 20.8* 

Petroleum (million tons) 

Production ........ 353.0 490.8 519.7 
of which: 

Western Siberia . 31.4 148.0 181.5 

Net exports® ....... 91.2 122.8 141.1 

Natural gas (billion cu т) 

Production ........ 197.9 289.3 321.0 
of which: 

Western Siberia .. 9.3 35.9 44.2 

Ее. —0.3 6.9 14.0 

Electricity (billion k Wh) 

Total production ... 740.9 1 038.6 1111.4 
бега. бе. 613.0 893.4 948.1* 
Hydrows Е. 124.4 125.0 135.7 
АЕ... oe 3.5 20.2 27.6* 

Net EXPOriShs comes vn 553 11.3 11.6 


722.1 723.6 719.0 745 805 

499.8 501.5 

163.5 162.9 
22.1% 21.5* 

545.8 571.4 586.0 606 640 

215.0 251.1 281.7» 315 310 

154.8* 156.5* 

346.0 372.2 407.0 435 435 
62.8 85.0 115» 155 150 
18.9* Peasy 

1150.1 1201.9 1239.0 1295 1380 

968.1 987.4 1103 

147.0 169.7 с: a0 197 
35.0 44.8 54.2 Ъ dhe 80 
11.5 12.1 


Sources: Statistical Yearbook, plan documents and secretariat estimates. 


* Including net exports of coke. 
> Planned. 
® Crude oil and oil products. 


Trends in the production and consumption of indi- 
vidual energy materials differ between eastern countries, 
reflecting resource availabilities, policies toward diversi- 
fication of supplies, and to the restriction of oil consump- 
tion in particular. On the production side, there was little 
that could be described as a general tendency. The share 
of coal in the total output of energy materials declined 
everywhere, but this was the result of a lower than average 
rate of expansion rather than of a definite trend in growth. 
In a number of east European countries, the historical 
trend toward a decline in the rate of expansion was 
reversed in the period after 1973, and the figures for the 
group as a whole point to an acceleration in the growth 
rate. However, in the Soviet Union there has been some 
fluctuation in a previously similar trend in very recent 
years. In sum, and for the region as a whole, coal output in 
1977-1978 rose by an annual average of 1.5 per cent,°® 
about the same as in 1971-1973. 

_ ОЙ production is non-existent or insignificant in Bul- 
garia, Czechoslovakia, the German Democratic Republic 
and Poland. Hungary, which derives some 15 per cent 
of its domestic energy supplies from this source, expanded 
production somewhat. However Romania, where dom- 
estic oil accounts for one-quarter of domestic supplies, 
experienced a deceleration in the growth rate, and very 
recently an actual decline in production. The share of 
oil in total energy production in the east European coun- 


98 In terms of calorific content, as in table 3.7. 


tries taken together has declined consistently (reflecting 
mainly the situation in Romania); it stood at 5.3 per cent 
in 1978 against 5.8 per cent in 1976 and 6.1 per cent in 
1973. 


An important factor shaping the energy situation in the 
region was a decelerating trend in Soviet oil production. 
Since Soviet oil accounted for some 37 per cent of the 
region’s energy output, the fall off in the growth rate 
which took place there—especially in the most recent 
years—is a key feature of current development. 


The production of natural gas is of little importance 
in Bulgaria and Czechoslovakia, and is only slightly more 
important in the German Democratic Republic and 
Poland. In Hungary, where natural gas accounts for over 
one-third of domestic energy supplies, the production 
growth rate in the period 1974-1978, although slower than 
in the immediate pre-1973 period, remained at a high 
level. The situation was different in Romania, where the 
role of natural gas is significantly more important; it 
accounts for some 60 per cent of domestic energy supplies. 
The growth rate of Romanian production was faster in 
1974-1976 than in 1971-1973, but in more recent years it 
has declined sharply. Again—reflecting mainly the situa- 
tion in Romania—the share of gas in the total production 
of energy materials in eastern Europe stood at 15.7 per 
cent in 1978, as against 15.6 per cent in 1976 and 13.9 per 
cent in 1973. 

The trend in the expansion of output of natural gas 
has been favourable in the Soviet Union during the post- 
1973 period. This not only helped to mitigate the effect 
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TABLE 3.12 


Eastern Europe: production and net imports or exports of coal * 
(Million tons) 


ee ee ee ee 


Bulgaria 
Total seats foc cnet 29.25 27.85 
Hard Sie. ft seyret 0.40 0.33 
ignite mere. cnr eins 28.85 27.52 
метро... 5.46 6.74 
Czechoslovakia 
Total S20 feb sacs sade 109.49 114.39 
Нагоя 28.20 28.12 
Lignite еее 81.30 86.27 
Net exports ........... 1.10 1.89 
German Democratic Republic 
Total ee iiss ean cteate 261.63 247.25 
Нагаи: 1.05 0.54 
Lignites еее 260.58 246.71 
Метрог $ .......-... 11.38 9.19 
Hungary 
ТО sees os 27.83 24.89 
Hardin ty cukiesith nant 4.15 3.02 
Lignites cps Stores 23.68 21.87 
Net imports ........... 3.58 3.23 
Poland 
Те ие 172.87 211.49 
Ната 140.10 171.63 
Пе case tc 32.77 39.87 
менехро cooccoounan 33.50 43.90 
Romania 
otal Meant es cans 20.53 27.09 
На 6.40 2 
ВС Бодров оносос 14.13 19.77 
Net imports ........... 3.24 4.96 


Plan 
1976 1977 1978 1979 1976-1980 


25.48 257 25.80 28.2 os 
0.30 0.29 0.27 0.3 
25.18 24.89 25.53 27.5 
6.52 6.61 6.70 
117.73 121.20 123.18 124.7 124.6 
28.27 27.96 28.33 28.5 28.2 
89.47 93.24 94.88 96.2 96.4 
1.81 1.03 lili 
247.35 254.05 253.35 250-254 
0.45 0.35 0.09 of 
246.90 253.1 253.27 
8.88 9.39 9.31 
25.25 25.45 25.67 25.8 23.5-24.5 
2.93 2.93 2:95 3.0 5E 
22.32 22.53 22.72 22.8 
3.06 3.64 3.08 
218.61 226.87 233.61 24.0* 290.0 
179.30 186.11 192.62 201.0 210.0 
39.31 40.76 40.99 39* 80.0 
43.56 44.29 44.49 
25.84 26.78 29.26 32.8 с. 54.0 
gout АБ) 7.42 8.0 
18.73 19.63 21.84 46.0 
5.44 5.54 6.73 


Sources: ECE, Annual Bulletins of Coal Statistics; national plans and plan-fulfilment reports. 


> Including coke. 


of trends in the other two major fuels on the domestic 
supply situation but, by permitting a significant increase 
in exports, contributed to an alleviation of the energy 
supply situation in the other countries of the region. 


On the consumption side, the coal component generally 
followed changes in production. Czechoslovakia was the 
most successful country in shifting its consumption 
pattern in favour of coal; after having declined at an 
annual rate of 0.8 per cent in 1971-1973, coal consump- 
tion rose at a rate of 1.6 per cent in 1974-1976 and at a 
rate of 2.1 per cent in 1977-1978. Bulgaria has also 
succeeded in halting the decline in coal consumption, but 
only very recently. In Hungary the decline in consump- 
tion of this fuel continued throughout the post-1973 
period, but at a decelerating rate; in Poland, coal con- 
sumption rose at a sharply accelerated rate over 1974-1976 
but some slowdown occurred thereafter. The opposite 
was true for Romania, where a declining growth rate has 
been reversed. Taken together, coal consumption in the 
east European countries rose at an annual rate of 2.7 per 
cent in 1977-1978, compared with 1.8 per cent in 1971- 
1973. In the Soviet Union, by contrast, the trend was 
downward—passing from a rate of 2.2 to 1.7 and 0.9 per 
cent in the same periods. On the whole, the rate of expan- 


sion of coal consumption in the region amounted on 
average to 1.7 per cent annually over the post-1973 period, 
not much different from that for the years 1971-1973. 


Following the events of 1973, the growth of oil con- 
sumption fell off sharply everywhere in 1974-1976. How- 
ever, in the most recent yerrs expansion took place at a 
rather high rate, and in a number of countries there has 
even been a tendency for growth to accelerate. Among the 
east European countries only Czechoslovakia and Poland 
were able to sustain a decline in the rate of expansion 
in the 1977-1978 period. In the former country, growth 
declined from a rate of 12.6 per cent in 1971-1973 to 
5.8 per cent in 1974-1976 and 4.4 per cent in 1977-1978, 
whereas in the latter the decline was from 15.8 per cent 
to 6.7 and 4.6 per cent. The trend in the growth of oil 
consumption was rather unfavourable in Romania, where 
the rate of increase—after having declined from an 
annual average of 9.6 per cent for the period 1971-1973 
to a rate of 4.4 per cent on average in 1974-1976—rose 
again to an annual average of 11.6 per cent in the years 
1977-1978. Oil consumption in the east European coun- 
tries taken together rose by 7.1 per cent annually in 1977- 
1978, compared with 5.4 per cent in 1974-1976 and 12.3 
per cent in 1971-1973. 
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TABLE 3.13 


Eastern Europe: production and net imports (-+) or exports (—) of electricity 
(Billion k Wh) 
— 


Pl 
1976 1977 1978 1979 1976-1980 


ee ee ee eee Е 


1970 1975 
Bulgaria 
Total Production ...... 19.51 25.24 
Бега в. ие 17.36 20.23 
Ну. 2.15 2.45 
АОН а. — 2.55 
Net imports .......... —0.11 3.62 
Czechoslovakia 
Total production....... 45.16 59.28 
ета. 41.49 55.27 
НО > 3.67 3.82 
ATOMIC о. > — 0.19 
Net imports .......... 3.40 4.21 
German Democratic Republic 
Total production....... 67.65 84.51 
Phermal ео 65.94 80.49 
Hydrometers ne te. oe 1.25 1.27 
АОИ oe eee. 0.46 2.74 
Метро rn. cc 0.40 0.68 
Hungary 
Total production....... 14.54 20.47 
бега. 14.45 20.31 
НЕО ое. 0.9 0.16 
А. — — 
Черное: 3.40 4.12 
Poland 
Total production....... 64.53 97.17 
ета eee 62.65 94.79 
Hy dr Oma. cine ks oe 1.89 2.38 
А — — 
Ме птроге`.......... 0.05 —0.51 
Котата 
Total production....... 35.09 53.72 
Thermal. ccc cee <s 32.32 45.01 
УСО: hea 2.77 8.71 
АТОС. beer ees — — 
Net imports .......... —2.39 —2.51 


27.74 29.71 31.49 32.48 39.0 
19.80 20.30 22.67 
2.95 353 2.91 
4.99 5.88 5.91 
3.46 3.34 3.81 
62.75 66.50 69.10 68.0 78.0 ® 
58.84 62.01 64.99 61.7 55 
3.46 4.38 4.10 4.2 
0.44 0.11 0.02 2.1 
3.91 2.55 3.44 
89.15 92.00 95.96 96.8 106.5 ® 
82.71 85.54 86.15 
1.17 1.25 1.28 
527 5.21 7.93 
0.31 0.51 0.81 
22.05 23.40 25.54 24.8 27.50 
21.89 23.24 25.41 
0.16 0.15 0.14 
4.12 4.44 4.55 
104.10 109.36 115.6 117.5 133.58 
102.00 106.97 113.17 a 
2.10 2.39 2.39 
—0.11 0.03 —0.39 
58.27 59.86 64.26 64.91 Uihsy© 
50.16 50.52 53.64 
8.11 9.34 10.61 
—1.46 —0.15 


Sources: ECE, Annual Bulletins of Electric Energy Statistics; 
® Mid-point of range. 


In the Soviet Union, trends in oil consumption followed 
a more regular pattern, with the rate of expansion con- 
tinuously declining over time; in 1977-1978, oil consump- 
tion growth was 4.7 per cent annually compared with 
5.2 per cent in 1974-1976 and 7.7 per cent in 1971-1973. 
It was in effect the sustained decline in the growth rate 
of consumption in the Soviet Union which made it 
possible for the rate of expansion for the region as a 
whole to remain unchanged at 5.2 per cent annually. 


The consumption of natural gas accelerated everywhere 
in the years 1974-1976. However, in 1977-1978 there was 
a fall, reflecting lags in the availability of transport facil- 
ities in most east European countries and, in the Soviet 
Union, mainly a downswing in the rate of expansion of 
gas production. According to the incomplete information 
available at the time of the preparation of this Survey, 
imports and consumption in eastern Europe again rose 
sharply in 1979 when the Orenburg pipeline was com- 
pleted, whereas in the Soviet Union the gain in production 
was apparently sufficient to raise exports while simul- 


national plans and plan-fulfilment reports. 


taneously raising the rate of growth of domestic con- 
sumption. 

As reported in earlier Surveys, nuclear power came to 
play an important role in meeting energy requirements in 
at least two east European countries. In Bulgaria, output 
of electricity from atomic power stations rose from zero 
to 5.91 billion kWh in the period 1974-1978, accounting 
for 62 per cent of the increment in electricity output 
during those years. In the German Democratic Republic, 
production of nuclear electricity rose from 0.35 to 7.93 
billion kWh, with 40 per cent of the incremental demand 
for electricity being met from this source (table 3.14). In 
the Soviet Union there has also been rapid development 
of the nuclear power industry; output rising from some 
11 billion to 44.8 billion kWh between 1973 and 1978. 
(The latter figure represents some 16 million tons of fuel 
in standard coal equivalent.) Even more important than 
the amount of fossil energy replaced here was its contribu- 
tion towards improving the geographical balance between 
energy supply and demand. 
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TABLE 3.14 


Eastern Europe: production and imports of natural gas 
(Billion cu m) 


Tne eee ИБО ЕЕ т НН 


Bulgaria 

Productions. oe ce enes — 0.11 

ТРОЕ a 1.19 
Czechoslovakia 

Production)... «0. «x6 1.20 0.93 

Трое 1.34 3.82 
German Democratic Republic 

Production wee ccs sare 1.23 Ut 

EM POLrts ete cys crests оке 0.16 3.23 
Hungary 

Productions ccercerete 3.47 5.18 

Порой escolar errors ote s 0.20 0.81 
Poland 

о ооо ово ово 4.98 5.78 

miports еее 1.00 Dey 
Romania 

Production’ sss. 0 eee eo 23.99 31.57 

IMportS еее —- — 
Total 

Productiony, «seen nese 34.87 51.34 

IMpoOrtS А 2.70 11:57 


Plan 
1977 1978 1979 1976-1980 


0.04 0.01 0.03 4 5 
2.23 3.0 3.5 5.3 6.3 
0.98 1.00 1.15 5% dic 
4.63 5 SEO) 6.3 7.0 
9.21 9.09 9.63 ~ ts 
3.36 Shoe) 3.62 4.4 5.0 
6.08 6.61 7.34 6.5 Me 
1.21 1.20 1.24 2.8 3.8 
6.50 6.95 7.62 Tih 55 
2.56 2.77 2.86 4.8 
34.48 35.28 35.54 27.2 a 
= — — зы 1.5 
5:29 58.94 61.31 se 
13.99 15.69 16.97 28.4 


Sources: ECE, Annual Bulletin of Gas Statistics; national statistics and press reports. 
Note: Exports of natural gas are negligible except for Romania which exports around 200 million cu m annually. 


(ii) Co-operation within the region 


The increasing dependence of the east European coun- 
tries on energy imports is a long-standing phenomenon. 
Before the events of 1973, this was to a large extent a 
voluntary choice. Production of indigenous fuels had 
been curtailed in order to improve the structure of con- 
sumption in favour of cheaper and more efficient energy 
sources and, in particular, of oil. After 1973, the inability 
to expand quickly the production of oil substitutes— 
mainly coal and atomic energy—was a decisive factor. 
Oil, gas and electricity imports-played a balancing role 
between production and requirements. The guaranteed 
supply of these energy sources from the Soviet Union was 
the main element in filling the gap. Remaining needs— 
almost all in the form of imports of crude oil—had to be 
met by purchases on world markets. 


Reliance of the east European countries (except for 
Romania) on imports of energy from the Soviet Union 
provided advantages in the form of stability not only of 
supplies but also of prices. More important, payments 
could be assured within the framework of intra-CMEA 
multilateral trade agreements elaborated in connexion 
with the five-year plans. It is mainly this feature which 
has, to a large extent, dampened the effect of the world oil 
crisis on the economies of the east European countries. 
True, prices in trade between the region have risen 
constantly as a result of regular adjustments to world 
levels, and this has created great difficulties particularly 
for those countries which were not able to engineer shifts 
in their export structure—whether in terms of quality 


or quantity—to the required extent. However, for as long 
as the physical availability of energy supplies from the 
Soviet Union was not in question, the long-term conse- 
quences of the world oil crisis were bound to be smaller 
here than elsewhere. 


Of course, the most important element in east European 
energy imports from the Soviet Union is oil. As can be 
seen from the figures below, these imports rose between 
1970 and 1973 by 15.0 million tons and between 1973 and 
1976 by 13.1 million tons. No data have been reported 
for recent years. However, estimates based on the 1976- 
1980 plan target suggest that their level in 1979 may have 
been around 76 million tons, which would imply an in- 
crement of 8 million tons between 1976 and 1979. The 
figures in the table on the next page (at least, the planned 
figures) indicate a slower decline in the share of the Soviet 
Union in east European oil imports in the later years of 
the 1970s than earlier in the decade. 


Soviet exports of oil and oil products to the east Euro- 
pean countries amounted in the period 1971-1975 to 
271.1 million tons in all. The figure planned for the years 
1976-1980 was around 370 million tons. There was, simi- 
larly, an increase in exports both of natural gas, amounting 
to 31.2 billion cu m in 1971-1976, which were planned to 
increase to 88 billion cu m in 1976-1980; and in electricity, 
for which the comparable figures were 46.5 billion kWh 
and 64 billion kWh, respectively. If coal exports and 
exports of oil and oil products to non-European CMEA 
countries are added, this gives a figure of 562 million tons 
of fuel (coal equivalent) for the period 1971-1975 and a 
plan figure of 780 million tons for 1976-1980. The signi- 
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Soviet exports of oil and oil products to eastern Europe 
(Millions of tons) 


1970 1973 1975 1976 Plan 1980 
a ee ee ee ee, 
Bulgaria ... vette eee eee eee eens led 9.3 11.6 11.9 14.5 
Сева ка. 10.5 14.3 16.0 7.2 20.0 
German Democratic Republic ...... 93 13.0 14.9 16.8 18.0 
TUN SALTY 5 ae occ Mis gh ede 4.8 6.3 7.6 8.4 9.1 
Poland Gy oc 7 CAR ais oe 8.6 12.3 13.3 14.1 17.4 
Romania were: ее — = — — — 

О Аа 40.3 55.3 63.3 68.4 79.0 
Soviet exports (per cent ofimports) .. 85.8 80.4 81.8 79.9 79.0 


ficance of these figures can be gauged from the fact that 
the former total represented 65.7 per cent of the total of 
the Soviet Union’s net energy exports in the period 
mentioned.* 


It is too early, at the time of the preparation of this 
report, to derive a clear picture of likely developments in 
this area in the coming years. According to available 
press reports, total exports of Soviet energy to the CMEA 
member countries are to rise by 20 per cent in the period 
1981-1985. This implies a total of 936 million tons of fuel 
in standard coal equivalent. However, exports of oil 
and oil products are to rise from 416 million tons to 
450 million tons—an increase of 8.2 per cent. The implica- 
tion is that a steep increase in exports of natural gas and 
of electricity will make up the difference. 


Whatever the exact magnitude of the figures, it is clear 
that the east European countries, while continuing to 
rely on the Soviet Union as their main supplier, will be 
forced—if present rates of expansion in demand continue 
—to turn increasingly to world markets to meet their oil 
needs. This will necessitate industrial adaptation to 
foreign markets in order to increase hard currency earn- 
ing capacities. 

It is clear from the preceding review that the solution 
to the region’s energy problems will require a great effort 
in the exploration and development of deposits, the 
enlargement of processing and transportation capacities, 
and improvement in patterns of utilization. Large-scale 
international co-operation in scientific and technological 
fields will be required, as well as a pooling of national 
resources. A recent result of such co-operation within 
the region was the commissioning of the “Soyuz” (Oren- 
burg) trunk gas pipeline at the end of 1978.1° This is 


99 The same figure represents 54.7 per cent of gross energy 
exports. 

In 1975, the share of the east European countries alone in 
the total of Soviet energy exports—amounting in that year to 
238.9 million tons of fuel in coal equivalent—was 50.7 per cent. 
The figure was the sum of the following: 


Са ее нь обоев еее» e\Vie vines 910.568. ©1016. 9.8 
Czechoslovakia 5. еее ооо ооо ооо ово ооо ь 12.7 
German Democratic Republic ......... еее ненаье aoe 

9.8 


The Soviet Union, in turn, imported a total of 36.5 million tons 
of fuel in coal equivalent, of which around 9.5 million tons were 
purchased from the east European countries, predominantly 
Poland. 

_ 100 The line has a diameter of 1.42 metres and a length of 2,677 
kilometres. 


being used for the delivery of 2.8 billion cu m of natural 
gas annually to each of the following: Bulgaria, Czecho- 
slovakia, the German Democratic Republic, Hungary 
and Poland, and of 1.5 billion cu m to Romania. The total 
volume of natural gas for delivery to the east European 
countries is projected at 15.5 billion cu m—about double 
the present pipeline delivery capacity to these countries. 


The Vinnitsa-Albertirsa 750-kV power line was also 
commissioned in 1978. This links the United Power 
Grid of the Soviet Union with the electricity grids of the 
east European countries. The line runs for a length of 
842 km of which around 570 km are in the Soviet Union 
and 270 km are in Hungary. From Hungary, a 400-kV 
line is to feed power to Czechoslovakia, Poland and the 
German Democratic Republic. The line will permit the 
annual delivery of an additional! 6.4 billion kWh to these 
countries and to Bulgaria. 


At the thirty-second CMEA session held in 1978, a new 
phase of co-operation was launched with the adoption 
of a long-term, purpose-oriented, co-operation programme 
for the period up to 1990; this covered various aspects 
of the energy problem. In accordance with the programme, 
member countries are to reconstruct their energy balance 
on the basis of the accelerated development of nuclear 
power and a wider utilization of solid fuels. It is planned 
to increase the total generating capacity of atomic power 
stations in the CMEA countries to some 150,000 MW,}% 
of which 37,000 MW will be installed outside the Soviet 
Union. 

Provision has been made for the further development 
of the electric energy system. Within the framework of 
implementation of a scheme for a United Power Grid, the 
CMEA countries are to construct two atomic power sta- 
tions (Khmelnitzkaya and Konstantinovka) on Soviet 
territory (both in the Ukraine) with a generating capacity 
of over 4,000 MW each. Two 750-kV transmission lines 
will run from these stations—a 377-km line from Khmelnik 
to Rzeszov in Poland, and a 700-km line leading from 
Konstantinovka through Mechlin in Romania to Dobruja 
in Bulgaria. Similar lines are scheduled to be built farther 
north, linking Ignalinsk with Poland and the German 
Democratic Republic. 


101 According to press reports, one hundred reactors of 440 MW 
and one hundred reactors of 1,000 MW are to be constructed 
during the decade. 


180 Recent economic developments in eastern Europe and the Soviet Union 


TABLE 3.15 
Eastern Europe: production, imports and exports of crude oil and oil products 
(Millions of tons) 


oe ес бы 


Bulgaria 
Productionesyereeceee 0.33 0.12 
TMpoOrtseevestesis.«6.cc ses 8.57 12.344 
Вр еее: 0.15 — 
INetimportse-n. а. 8.42 12.34% 
Czechoslovakia 
Productionwesseeeeeree 0.20 0.14 
TM pOrts о. 10.89 16.90 
Но ccc seco 0.81 0.74 
INEGI ILOUS booadoonoe 10.08 16.16 
German Democratic Republic 
Productions... cn. — — 
Imports: ..casive saswetsee > 10.44 17.14 
ХР ев. 1.31 2.84 
Мена 9.13 14.30 
Hungary 
PrOGuctION meee Er ener 1.94 2.01 
зато око оо со бов 5.52 9.47 
оао оу 221 1.36 
55156553 оорозооюь 4.11 8.11 
Poland 
PrOGUCLION seers 0.42 0.55 
оо о о КЮ 9.43 16.44 
EXportsh. а. Е 1331 1.59 
INCL imports seine 8.11 14.85 
Romania . 
Producttoney. seme 13.34 14.59 
Imports ооо ee 2.29 5.09 
оО ооо 5.37 6.18 
Ни бобов erate —3.08 —1.09 
Total 
Productionu eee eee 16.23 17.41 
TMpOrts sae asi =r elee 46.93 77.38 
Вхро а пе 10.16 12.71 
NEL Im О 36.77 64.67 


Plan 
1976-1980 


0.13 0.13 0.25 ie 
12.718 13.268 14.14* 16.0 
12.71 8 13.26 14.14* 

0.13 0.12 0.12 ыы 
18.20 19.54 19.70 26.0 

0.91 1.29 0.84 
17.29 18.25 18.86 
18.16 19.23 20.11 22.5 

2.44 2.22 1.94 oy 
15.72 17.01 18.17 

2.14 2.19 2.20 2.04 

9.73 10.07 12.04 

1.59 1.69 1.94 

8.14 8.38 10.10 

0.46 0.36 0.36 zi 
18.31 19.73 19.10 19.5* 

2.64 2:14 1.82 1.6* 

15.67 17.62 17.28 17.9* 

14.70 14.65 13.72 12.9 RY 
8.48 8.84 12.94 16.0 9.5 
7.84 6.74 7.56 
0.64 2.10 5.38 

17.56 17.45 16.65 == 

85.59 90.67 98.03 с. 110 

15.42 14.05 14.10 

70.17 76.62 83.93 


Sources: National statistics, CMEA Yearbook and secretariat estimates. 


® Incomplete data. 


An agreement was concluded on multilateral co-opera- 
tion for the production of equipment for atomic power 
plants. The “Atommash” concern in the Soviet Union, the 
Skoda Works in Czechoslovakia, a heavy engineering 
combine at Magdeburg in the German Democratic Re- 
public, the “Chemimash” association in Hungary, the 


“Zemak” concern in Poland and some plants in Bulgaria 
are to participate in this programme. Apart from the 
design and manufacture of equipment for power genera- 
tion, the agreement foresees co-operation in fuel economy 
systems and in the manufacture of installations for the 
utilization of industrial waste, steam and heat. 


APPENDIX NOTE 


The data on gross consumption shown in table 3.9 refer to the sum of production, net imports, marine 
bunkers and stock changes of commercial and most non-commercial fuel. This is with the exception of eastern 
Europe, the Soviet Union and Yugoslavia where they refer to the sum of production and net imports of com- 
mercial fuels. The data for eastern Europe and the Soviet Union differ from those underlying the figures in 
tables 3.6, 3.7 and 3.8 in that—in order to make them more closely comparable to the figures for other countries 


included here—the coefficients of conversion of hydro- 
practice, “conventional fuel equivalent coefficients wer 


and nuclear-electricity were altered. Following the OECD 
e used representing the primary energy equivalent in fossil 


fuels needed in each country to produce a kWh of electricity’’. The other tables mentioned were constructed on 
the basis of “physical input” equal to the physical heat value of the electricity (1,000 kWh = 0,123 tons of 
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standard coal equivalent). This is a procedure which corresponds to the method usually used in the practice of 
constructing fuel balances in the Soviet Union and the east European countries. The estimates obtained by the 
two methods are as follows (in million tons of coal equivalent): 


1970 1973 1977 1978 

Bulgaria ; 

Conyentionalifucl Raacc. и. аа sisiehevoleiete isis ve staiet-ert 34.10 38.48 46.92 49.21 

Whysica energy оборонное case CHG dee. cts 33.57 36.97 43.63 45.95 
Czechoslovakia 

Conventional\ fuel Jerse sais eee а. eee «tec 50058 80.83 86.68 99.89 102.84 

Physical Ве о ар о 79.01 84.90 98.07 100.89 
German Democratic Republic 

Gonventional! fuel! . 512.21 Ook cece cee aio aVetsteleinloisininisiele s7a:e\eeeceusicehe 102.23 109.35 118.67 121.25 

Physical energy ............. ние Пе О Е СЧ 101.76 108.71 117.13 119.03 
Hungary 

Conventional firel ya. cjtrsicieck sien обе О. tae Л 30.80 34.07 39.37 42.20 

СЕТИ Ss? _ cop gh cBUSSEOBUAH aE JORCCE SEC Ries Ena Sangre” 29.81 32.72 38.07 40.87 
Poland 

Conventional де meses ce о о, о ОЕ. Mek we У 119.55 135.41 168.00 172.53 

EBYRICALLONOERY mi ccitven cic sine yometleciate tick Once carat on cies 119.07 135.39 167.40 172.04 
Romania 

Conventional\ ее ас. соо oie] ovatetare erst 60.18 73.66 91.35 97.58 

Hy Rical nergy Atos at cicero ва 5 60.08 72.63 88.98 94.86 
Soviet Union 

Conventional fuel qe ki Gc ices Seta ав oS See и eecse 1058.1 1 232.9 1 471.6 545.3 


1 
Physical Вега аа ава 1030,9 1205.4 1433.8 1500.5 


4. INVESTMENT 


(i) Investment trends in 1979 and plans for 1980 


Developments in the investment sector of the east 
European countries and the Soviet Union in 1979 were 
marked by further efforts to ensure the conformity of 
over-all resource allocations to patterns in line with the 
current five-year plan objectives. This entailed slower or 
negative investment growth throughout the region, and 
these objectives were in most cases achieved or over- 
achieved. Little detailed information is available on the 
sectoral allocation of resources in 1979, but policies were 
again oriented towards the attainment of long-run growth 
objectives rather than short-term gains—a trend that has 
intensified during the current five-year period. Some 
modifications to improve the management and planning 
of investment were introduced during the year, notably 
in the Soviet Union. Emphasis continued to be placed 
in all countries on streamlining the investment process— 
notably by cutting gestation periods and by concentrating 
resources on priority projects. 


The growth in the volume of investment, which accel- 
erated in 1978 for the area as a whole, fell back sharply 
in 1979 (table 4.1). Only in Bulgaria, where investment 
rose moderately in contrast to a planned decline of 1.5 per 
cent, did the rate of investment growth exceed perform- 
ance in the previous year. This development was in general 
foreseen. Only in the German Democratic Republic was 
an acceleration in the rate of industrial growth planned 
for 1979, though the 2.4 per cent rise actually recorded 
was substantially less than the 5.6 per cent target. Actual 
levels of investment were also lower than expected in most 
other countries. In Hungary, a negative growth target was 
exceeded, resulting in an 8 per cent decline in the over-all 
level of investment. This followed action to reduce enter- 
prise liquidity by increasing taxation and obligatory con- 
tributions from profits to reserve funds: in all the years 
1976-1978, enterprise investment plans had been over-ful- 
filled while State investments had fallen some way 
below target. In Czechoslovakia, Romania and the 
Soviet Union, growth rates of 1.6, 5.1 and 1.0 per cent 
respectively were achieved in 1979, but in all three cases 
the result was only just above half the rates targeted. In 
Poland, there was a sharp, roughly 8 per cent, decline in 
the absolute level of State investment. This appears to 
have been about in line with the planned reduction of 
9.3 per cent in total investment outlays for 1979. 


Over-all economic growth, though less buoyant than 
in the previous year, still outstripped investment expan- 
sion throughout the area in 1979. The share of gross fixed 
investment in net material product hence fell in all coun- 
tries of the region. This represents an abrupt change of 
trend. With some year-to-year variations, the investment 
ratio has, in general, risen fairly steadily over the course 
of the current plan period to levels substantially higher 
than in 1971-1975 (see chart 4.1). It remained well above 
the levels implied by the current five-year plan for 1979 
except in Czechoslovakia. In the other six countries, its 
level ranged from 1 point above the plan provisions in 


Bulgaria and the Soviet Union to 4.5-5.5 per cent in 
Poland and Hungary respectively. For 1976-1979 as a 
whole, the ratio was 2.0-3.5 points above the levels 
planned in the German Democratic Republic, Hungary and 
Poland, but less markedly so in Bulgaria and the Soviet 
Union. It was roughly on target in Czechoslovakia and 
Romania. 

The downward trend in over-all economic growth rates 
in 1979 had substantial effects on the size of incremental 
(investment) capital-output ratios (ICORs) in most coun- 
tries. The ICOR increased substantially in Czechoslovakia, 
Hungary, Romania and the Soviet Union, where slower 
or even negative investment growth was more than offset 
by abrupt decelerations in the rise in the net material 
product. The effect was biggest in Poland where the net 
material product fell. ICORs in Bulgaria and the German 
Democratic Republic declined as a result of more buoyant 
over-all economic expansion than in the previous year. 
In relation to levels planned for 1976-1979, ICORs 
reflected above all below-plan economic growth perform- 
ance in several countries of the region. The substantial 
rises in the ICORs of most countries during 1979 in 
general reinforced similar trends in previous years, with 
the result that the average ICORs for 1976-1979 now stand 
typically some 50 per cent higher than planned—and 
nearly three times as high as planned in Poland. A notable 
exception is the Soviet Union where, despite the rise 
recorded in 1979, the average ICOR over the four years 
since 1975 is less than 1 percentage point above the level 
implied by the five-year plan. 


Plans for 1980 indicate some quickening of investment 
growth only in Bulgaria, Czechoslovakia and the Soviet 
Union. A particularly sharp acceleration is planned for 
Bulgaria—a rise of nearly 12 per cent. This would bring 
the aggregate value of investment during the current five 
years up to the level foreseen, despite below-plan per- 
formance in most of the first four years of the plan period. 
The five-year investment plans are running behind 
schedule in Romania. Despite this, the target for 1980 
provides for a slower rise (4.9 per cent) than in 1979, 
which would result in aggregate investment in 1976-1980 
falling nearly 8 per cent below plan. In Czechoslovakia, 
the aggregate five-year investment targets will also be 
under-fulfilled—by nearly 4 per cent—despite a slight 
increase in the growth rate scheduled for 1980 (2.4 per 
cent). In contrast, the five-year-plan target for aggregate 
investment will be over-fulfilled (by over 2 per cent) in the 
Soviet Union, if the 3.3 per cent rise scheduled under the 
1980 annual plan is achieved. The slowdown originally 
planned in the rates of growth of Soviet investment 
expenditure towards the end of the decade will apparently 
not materialize. In the German Democratic Republic, no 
investment growth is planned for 1980, and a cut of 4-5 
per cent is targeted in Hungary. In Poland, investment 
will apparently stabilize at about the same level as in 
1979. In all three countries, however, investment out-turns 
for the five-year period are likely to be over-fulfilled by 
substantial margins—by 4.7 to 8 per cent respectively. 
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TABLE 4.1 


Gross fixed capital formation, capital formation ratios 
and incremental capital-output ratios 


i 


Country and period 


Gross fixed capital formation 


Billions of 
national 
currency 

units 


Average annual 
percentage 
change 


Ratio of gross 
fixed capital 
formation to 
net material 
product 


Gross 
incremental 
capital-output 
ratio 


мвыББнБннБооо ии 


Bulgaria (based on constant 1978 prices) 


LAUT. Gime ts Se eee 5.38 0.6 
зо SIA sas Ae 6.15 14.3 
OAS: recs ое о а 6.19 0.7 
о taco ое 6.10 —1.5 
В 6.26 1.1 
Plant) 98 осо ом о 7.00 11.8 
21301976 1980-е 6.14 * 4.7* 
ое 6.00 4.7 
Plangl OS А ово сани 7.48 & 6.98 
Czechoslovakia (based on constant 1977 prices) 
ом eee ed bere Ki 132.3 4.4 
TDHF Sova Se Ae re SE Ra emer 139.8 5.7 
TOTS tea cee crs es arent eg echoteete se 145.5 4.1 
Plans 979d ме. 149.0 2.4 
ое 147.8 1.6 
т. 151.3 2.4 
6-9 т. 141.4 * 3.9 * 
28 Г9 76-1980. 148.8 * 5.4 * 
German Democratic Republic » (based оп constant 1975 prices) 
BO TOW о ИН ЕЕ 46.3 8.4 
Пр Е О ЖЕ 49.4 6.7 
Le I то Se 50.8 2.8 
Pla OTD rere etsiateteveucicerercis oevereres 53.6 5.6 
о ee or cet sem cee eee 52.0 2.4 
РОО ах 52.0 — 
1996-10979 ОИ о: 49.6 5.1 
2198 1976-1980 fA Penne eh wal ee 48.2 * 4.2* 
Hungary © (based on constant 1976 prices) 
Об Pe Sea ooh see ES ES 152.1 —0.3 
OE Pe ee A Se да e nia ore 174.0 14.4 
MOT Bete ts reine thera ence oe 183.6 55 
Plan STO ео ве ere averete is, 6 183.6 0.0 
а ое 183.0 —0.3 
О Со ре 174.8 —4.5 
ТО-ТО. оо. Lae. 1992 4.7 
Plan 1976-1980 ........ нь, 162.5 * 2 
Poland (based on constant 1977 prices) 
NO TG eRe Cie ее. Пой 626.7 2.2 
4077 2 а ве Я. 653.6 4.3 
OVE НИ О РО 664.0 1.6 
Рав Dist а еее 602.0 —9,3 
SCE Sia eae ое ee eta 553.0¢ —8.2¢ 
pub ава eee 600.0 hes 
19V6-1979 Gee cg ects cece s eae 638.5 * —0.1 
Plan 1976-1980 ........esceeeevees 616.8 * 0.2 * 
Romania (based on constant 1977 prices) 
оба rR Пл TEER 151.6 8.5 
О ОИ 169.3 11.7 
ее 196.3 16.0 
Рав еее 214.2 9.1 
о оо ОЕ 206.3 5.1 
О AIR 216.3 4.9 
Я 6 О cc tiers Selous cle es ae 180.9 10.2 
Plan 1976-1980 % 0. os vice sie ee нь ее 203.9 *4 12.8 *4 


a a - 


184 


Recent economic developments in eastern Europe and the Soviet Union 


TABLE 4.1 (continued) 


Gross fixed capital formation, capital formation ratios 
and incremental capital-output ratios 


eee 


Gross fixed capital formation 


Billions of 
national 


Ratio of gross 
fixed capital 
formation to 


Gross 


Average annual incremental 


currency percentage net material capital-output 
Country and period units change products ratio 
и ee Е 
Soviet Union (based on constant 1969 prices) 
1976. ооо tote aiehets 118.0 4.5 29.7 5.0 
YE ae Е оо, 122.3 3.6 29.4 6.5 
В И В о 129.7 6.1 29.8 6.2 
Рай 1979.. вое ое около 132.0 1.8 29.0 6.7 
197 Oe Pe concave ес Бо 8, sage shes 131.0 1.0 29.3 14.8 
Plan Са ООВ 135.3 3.3 29.1 the! 
1976-1979 Penasco riya cs eee 125.3 3.8 29.5 6.9 
Plant1976-1980 ue. сене 124.3 * 2.5 * 28.8 * 6.1 * 


Sources: National statistics; CMEA Statistical Yearbook, plans and plan-fulfilment reports. 
Note; Where ranges are reported, the mid-point has been selected for the purpose of this table. Minor discrepancies 


are due to rounding. 
&® Based оп 1980 plan figures. 


> Figures include investments in other socialist countries totalling 1,095 million marks in 1976, 1,672 million 


marks in 1977 and 1,700 million marks in 1978. 


‹ Figures refer to investments in the socialist sector only (90 per cent of total in 1978 for both Hungary and 


Poland). 
& As published in December 1977. 


It is clear that economic growth during the current 
five-year period has been more costly in terms of invest- 
ment than anticipated in all countries of the region. In 
the case of the Soviet Union, economic growth in the 
first four years of the plan has slightly exceeded expecta- 
tions, but the extra investment required to sustain it has 
been still greater. In the German Democratic Republic, 
Hungary, and Poland, substantial unforeseen investment 
has not succeeded in maintaining over-all growth targets 
—and in Bulgaria and Romania, investment cutbacks 
have been smaller than the margin of under-fulfilment of 
output plans. Contributory factors in recent years have 
been severe winters which have affected mainly industrial 
output; large, weather-induced fluctuations in agricultural 
production, tighter energy and raw materials availabilities 
and—especially in Bulgaria and Poland—the need to 
redress payments imbalances by cuts in domestic pro- 
grammes, and especially investment programmes. In 
Romania, very substantial supplementary investments 
were required to repair 760 economic units and to recon- 
struct more than 230,000 destroyed buildings following 
the earthquake in March, 1977. While some of these 
constraints are essentially of a short-term nature, they 
have been reinforced by more deeply rooted factors: 
difficulties in raising productivity at a time when the 
labour supply is growing more slowly than before; the 
need to restructure output in accordance with the growing 
needs of the population for more abundant, higher quality 
goods and services; efforts to ensure the continued availa- 
bility of raw materials—whether by investment to increase 
more costly domestic supplies in response to higher 
import prices, or to expand export capacities in order 
to pay for those items for which alternative domestic 
supplies are unavailable. The development of energy and 
raw materials-saving production processes, as well as 
the cost of compliance with measures to maintain envi- 
ronmental standards, have also added to investment costs. 


The fairly consistent rise in ICORs throughout the 
region over the last few years has followed a trend which 
has in fact been apparent since 1970. This goes some way 
to confirm the significance of the recent rise given the 
susceptibility of this indicator to sharp year-to-year varia- 
tions resulting from short-term movements in investment 
or in over-all economic growth. The movement of ICORs 
is, moreover, paralleled by trends in over-all capital- 
output ratios (CORs). This indicator reflects first, changes 
in capital productivity, though it is also influenced by 
write-off rates of fixed assets, and hence reflects the role 
of investment in replacing old equipment and modernizing 
the capital stock, rather than augmenting 14.162 


A comparison between the rise in fixed assets and 
gross investment since 1970 shows marked variation be- 
tween countries and in trends over time. In the first case, 
inter-country differences appear to have narrowed since 
1970, as the following text table shows. During 1970- 
1978 as a whole, the annual increment in fixed assets 
was highest in Romania (84 per cent), in Hungary (79 per 
cent), and in the Soviet Union (79 per cent). It was 
somewhat lower in Poland (73 per cent), and lowest of 
all in Bulgaria, the German Democratic Republic and 
Czechoslovakia (67, 60 and 70 per cent respectively). 
Since 1975, the ratio has tended to fall in the three 
countries where it was highest, and to rise in two of the 
countries where it was lowest (Czechoslovakia and 
Poland). Further reductions have taken place in Bulgaria’s 
already low level, while that in the German Democratic 


Republic i has remained fairly constant (see text table 
below). 


102 Over the long term, such policies can of course affect the 
movement of CORs themselves; the greater the proportion of 
modern equipment in the total stock, the lower, ceteris paribus, 
should the COR be. 
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CHART 4.1 


Changes in levels of NMP, gross fixed capital formation and investment ratio 
(Indices, 1968-1972 = 100) 
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СНАЕВТ 4.1 (concluded) 


Gross fixed capital formation. 
Five-year-plan target. 
Annual plan target. 


Net material product. 
Investment ratio. 


1970 1971 1972 1973 1974 1975 1975 1977 1978 1979 1989 


Sources: Аз for tables 1.1 and 4.1. 


Share of annual increment in productive fixed assets in investment 


(Percentages) 
<r re Ses See ee eee ee 
1971 1972 1973 1974 1975 1976 1977 1978 
Bulgaria: кое aor 64 63 61 86 69 62 67 61 
Czechoslovakial <4 2s0en ees 71 63 71 67 73 77 69 70 
German Democratic Republic 63 57 58 59 64 63 57 61 
Попа ее 79 74 82 78 92 74 76 ie 
Poland Pi cesan vith nse coe 56 73 69 80 72 77 82 78 
Romaniag. ates. tiene as 86 71 82 91 102 90 79 71 
Soviet Union еее 69 82 76 84 TS 72 71 91 
Sources: Аз for table 4.1. 
Share of productive fixed assets up to five years old in total productive fixed assets * 
(Percentages) 
1974 1975 1976 1977 1978 
Bulgaria goon cece cts Soe 50.5 50.3 50.3 50.6 50.7 
@zechoslovaklas ое еек. 34.6 35.3 35.8 36.6 36.8 
German Democratic Republic ......... 42.3 41.5 41.2 41.7 41.4 
lsh Lig @i oom mooee coon eb orem ae 36.7 36.4 35.8 36.5 aint 
Poland а еее 35.0 39.4 42.4 43.8 43.7 
Вотан. 50.7 49.5 48.9 49.3 50.6 
Зое 44.3 44.2 44.0 43.6 42.9 


Sources: As for table 4.1. 


в Sum of investment in the year indicated and in the previous four years as a percentage of fixed assets in the 
year indicated. ` 


In general, therefore, most countries of the region the previous plan period, the share of new assets in the 


appear to have adopted an increasingly active but still 
rather modest policy of scrapping obsolescent equipment 
during the present plan period. However, the over-all 
slowdown in investment growth since 1975 has clearly 
affected the rate of progress in several countries. If invest- 
ment in suecessive five-year periods is compared with 
total fixed assets in the final year of each period, it can 
be seen that since 1974 the share of capital equipment 
less than five years old has tended to fall except in Czecho- 
slovakia, Poland and Romania. Though in all three of 
these countries, and especially in Poland, there has been 
substantial improvement compared with the last years of 


total in the other countries has either stayed virtually 
constant (Bulgaria) or fallen. Given the rise in the share 
of machinery and equipment in total investment, it is 
likely that the position in this respect is more favourable 
for the machinery and equipment share of fixed assets 
in all countries, though comprehensive fixed assets figures 
are not available in the detail necessary to confirm this 103 
(see text table below). 


108 Czechoslovak figures on the age structure of the machinery 
stock roughly confirm this movement. 
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It is possible to derive sectoral and gross industrial 
branch CORs, as well as total CORs, for all countries of 
the region except for Romania, for which no figures for 
industrial fixed assets by branch are published. In the 
following discussion, sectoral and total (NMP) CORs 
relate to the material sphere only. Czechoslovakia, Hun- 
gary and Poland are the only countries for which fixed 
asset figures are published on the same price basis as 
those for NMP and industrial production. For the German 
Democratic Republic, it has been necessary to link output 
figures in 1967 prices with fixed assets in 1966 prices. For 
Bulgaria, industrial and NMP series are expressed in 
current prices, while fixed assets are expressed in historical 
cost prices. For Romania, total NMP, and investment by 
sector are in 1963 prices while fixed assets are also based 
on historical costs. For the Soviet Union, sectoral and 
total NMP levels are expressed in constant prices of 
1973, and industrial production in 1975 prices. Since the 
change in the derived NMP price index was in any case 
small (a fall of about 4 per cent) over the period covered, 
it is unlikely that any great distortion has been introduced, 
though inter-sectoral or branch relativities may have 
altered. 


The figures for total (NMP) and gross industrial output 
CORs offer several insights into policy. In Poland, the 
investment effort during 1970-1975 was very intense, and 
it brought about very high ICORs. But the rises in CORs 
—both total (NMP) and industrial, were very modest. In 
both the German Democratic Republic and Czecho- 
slovakia, there were some rises in ICORs, though invest- 
ment grew much less rapidly than in Poland; nevertheless, 
over-all CORs also rose only slowly or declined, especially 
for industry, in both cases. The picture was rather different 
in Bulgaria and the Soviet Union, where substantial to 
high rises in ICORs were accompanied by large and 
continuous rises in CORs. 

It remains true that almost all countries—indeed, with 
the sole exception of Czechoslovakia—reported substan- 
tial and almost continuous rises in NMP CORs in the 
years since 1970. Although there was some fall in Poland 
between the beginning and the end of the last five-year 


period, this country and all others have shown increases in 
the rate of growth of both industrial and total NMP 
CORs since the beginning of the current plan period— 
sometimes at accelerated rates (see text table). 


A question arises as to how far the increases in CORs 
can be attributed to changes in the sectoral and industrial 
branch distribution of investment resources. The figures 
quoted in table 4.2 summarize calculations to show, in 
the first instance, how far the changes in CORs since 1970 
have affected NMP and industrial production growth by 
comparing them with an estimate of their 1975 and 1978 
levels, had both the sectoral and branch fixed asset struc- 
ture and sectoral and branch CORs remained constant at 
1970 levels. In order to find the contribution of, respec- 
tively, changes in sectoral and branch CORs and changes 
in the sectoral and branch structure of fixed assets, in a 
given year (say 1978), this estimated figure has then been 
compared with NMP and industrial production levels 
calculated, first, on the basis of the fixed asset structure 
in 1970 but at current year CORs, and secondly, on the 
basis of 1970 CORs and current year fixed asset structures. 
The sum of the differences between each of the two calcu- 
lated figures for 1978 NMP (and industrial production) 
and the first estimate for 1978 (i.e. calculated on the basis 
of unchanged (1970) CORs and fixed asset structures) 
should more or less equal the amount by which actual 
NMP (and industrial production) in 1978 differ from that 
first estimate 1°4 (table 4.2). 


104 In fact, the combined difference does not necessarily equal 
the difference between actual NMP (or industrial production) 
and its level calculated on unchanged COR and fixed asset 
structures. There is also an “interaction” effect which it is not 
possible precisely to attribute either to COR changes or to changes 
in the fixed asset structure. However, this “interaction” effect 
is in general small compared with either the “COR change” or 
“axed asset structure change” effects; only in the case of Soviet 
industrial output does it exceed either by any substantial margin. 
For a fuller discussion of this statistical phenomenon, see P. B. W. 
Rayment, “On the analysis of the export performance of devel- 
oping countries”, Economic Record, June 1971, and also annex 3.1 
of Structure and change in European Industry, United Nations, 
New York, 1977. 


Capital-output ratios 
(Co-efficients) 


German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
NMP 
о ое 2.02 2.98 2.44 3.56 2.69 2.50 1.88 
1975S See siete alee yer 2.28 2.99 2.55 3.64 2.58 2.56 2.16 
ие ace 2.51 3.20 2.60 3.714 2.92 2.71 2.33 
Gross industrial production 
UOT OM at te ne a erate otete 0.65 1.28 1.15 0.83 0.91 0.71 
т ооо 0.69 1.22 1.13 0.90 0.87 0.72 
о ОА 0.75 1.25 1.13Ъ 0.92 4 0.97 0.81 
-material © sphere 
Sate ects fos р оо. 1.11 2.32 1.68 2.30 2.23 1.43 1.16 
9 gh eee eee OD Dae 1.09 2.24 1.43 213 1.68 1.07 1.21 
LOTS ро efeitos 1.20 2.29 1.35 2.13% 1.63 irs 1.24 
a 


Source: As for table 4.1. 
® 1977. 
> 1976. 


© Ratio of fixed assets in the non-material sphere to NMP. 
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The results indicate that, for the total economies 


(NMP) of all countries, the “best alternative” (i.e. that. 


which would have produced the highest level of NMP in 
1975 and 1978) is that involving no change in CORs 
since 1970 combined with the “actual” structure of fixed 
assets in the two later years. The NMP levels so derived 
are between 6 and 28 per cent higher than those actually 
achieved in 1978. Similar results are obtained for industrial 
production. The converse case—and the worst alternative 
for all countries—assumes that the structure of fixed 
assets remained constant and were combined with “actual” 
sectoral CORs. This variant gave NMP outcomes between 
2 and 11 per cent lower than those actually attained in 
1978. In other words, the net effect of COR changes was 
negative and very large, while the net effect of changes in 
the structural allocation of investment was rather small 
but positive. 


The main exception to the pattern of steadily rising 
CORs is Poland during 1970-1975—-where buoyant growth 
of output (and an active capital write-off policy) brought 
about important improvements in sectoral and industrial 
branch CORs which have been reversed since 1975. The 
same is true for gross industrial production in Czecho- 
slovakia and the German Democratic Republic, though 
in these two cases improvements in industrial CORs over 
1970-1975 have continued during the current five-year 
period.1% For the Soviet Union, the industry results are 
more difficult to analyse. The effects of changes in the 
branch structure of fixed assets are small and negative, in 
contrast to most countries, and the net positive contribu- 
tion of the “interaction” effect is large in relation to it. 
The negative influence of branch COR changes is however 
clear. 


A feature not susceptible to analysis from available 
information is the extent to which the rise of sectoral and 
branch CORs is influenced by internal changes within 
a sector or branch due to shifts into new, more capital 
intensive production lines, or the concentration of a 
bigger share of output in difficult or inaccessible regions 
of the country. In the latter case—particularly as it applies 
to development activity in the eastern and northern 
regions of the Soviet Union—industrial activities may, 
moreover, be associated with a greater share of infrastruc- 
tural activities than elsewhere in the country—and a 
larger proportion than elsewhere may be borne by the 
producing enterprises. Another cost-enhancing factor in 
recent years is the higher incidence of environmental 
costs. Expenditure on environmental protection in the 
Soviet Union during the current plan period for instance, 
was set at 11 billion roubles, or some 2-2.5 per cent of 
total investment in the material sphere. This component 
of investment, which is highly concentrated in the chemi- 
cal, power, metallurgical and some other industries will 
have had noticeable effects in those particular areas of 
economic activity. Moreover, the figures quoted suggest 
that they could be responsible for about 0.2 percentage 
points of the aggregate Soviet industrial COR in 1978. 


The aggregate industrial sector COR (on a net basis) 
has risen since 1970 in all countries but Romania, but in 
_ а| cases the rise was smaller than the average for the 
whole economy. The biggest rises took place in construc- 
tion and agriculture in all countries: the growth of the 


105 However, this reflects in part the bigger rise of gross relative 
to net industrial production in both countries; co based on 
net industrial production rose after 1975 in both countries. 


construction sector COR was the fastest relative to other 
sectors in Bulgaria, Hungary, Poland and Вошаша. It 
was fastest in agriculture in Czechoslovakia, the German 
Democratic Republic and the Soviet Union. Transport 
and communications—although the highest in absolute 
terms compared with other sectors in all countries— 
either rose or fell by only modest proportions during 
1970-1978. 

Within industry, chemical and engineering CORs fell 
in most countries; where they rose, they did so at a lower 
rate than the aggregate industrial average (except in 
Poland since 1975). CORs in the chemical industry fell 
in three countries and grew at below average rates 


everywhere. The main impetus to the growth in over-all 


industrial CORs was distributed between the smaller 
industrial branches—notably wood and paper and con- 
struction materials (where CORs grew at above average 
rates in all six countries for which data are available); the 
light and food industries (all countries with the exception 
of light industry in the German Democratic Republic); 
and—to a more limited extent—the fuel industries in 
Czechoslovakia, Hungary and Poland. 


In engineering and chemicals, the most quantitatively 
important branches of industry, therefore, some success 
in stabilizing the ratio of capital to output has been 
achieved. It is of interest that the two industrial branches 
concerned are those which have been responsible for the 
bulk of total industrial investment goods imports. The 
same is true of the transport sector. Against this, both the 
light and food industries, where CORs have risen rather 
faster, have also been priority investment goods importing 
branches in most countries. In these two cases, the heavily 
capital intensive nature of growth in recent years is 
associated with faster than average growth in investment 
allocations to increase their relatively low level of equip- 
ment. The same is true for agriculture and the construc- 
tion sector, which, however, also show an association 
between low imports of investment goods relative to their 
share in domestic investment allocations, and fast growing 
CORs. 


(ii) The structure of investment demand 


In all countries of the area but the German Democratic 
Republic and Poland, the share of construction in total 
investment outlays has fallen since 1971-1975 while that 
of machinery and equipment has increased. In Poland, 
there has been an abrupt shift in over-all resource alloca- 
tion from the material sphere to the construction-inten- 
sive service sectors—notably to housing, and the share of 
construction in the material sphere alone has fallen 
sharply. In the German Democratic Republic, the rising 
share of allocations to services has also given rise to a 
similar though less marked decline in construction invest- 
ment in the material sphere. 


There was some intensification of these trends in 1979 
in Poland (tables 4.3 and 4.7): the main effects of the 


absolute decline in total investment have probably fallen 


upon construction activity within material investment. 
In the remaining countries of the area, there was probably 
little change in relative allocations for construction as 
against machinery and equipment investment in 1979, 
though data for Hungary, Romania and Poland are 
lacking. 
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TABLE 4.3 


Fixed capital formation by type of capital good: output of capital goods industries 
and foreign trade in machinery and equipment 


Annual percentage change Machinery 
an 

Gross fixed equipnest 
capital formation Output of capital goods industries percentage 

salad Foreign trade in machinery share in 

Machinery Building and equipment fixed 

Construction and materials —— capital 

Country and period work equipment Construction industry Engineering Exports ® Imports * formation 


a [п пщплцпщШпдкл_цддфждждЦЦфжЬЬЬЬЪЬ>_„——————————0——Ш——Ш—Ш—Ш—Ш8Ш8Ш—ж8—ж———————д_дд_д_додо—д—од_—_д_д—————е 


Bulgaria a a a 
1976: 38s oe: 3.3 —1.7 5.0 8.0 10.7 18.1 3.5 41.9 
Оо, 15.7 10.1 11.2 7.8 15.0 24.9 то 40.3 
19782 eer —2.2 3.4 6.9 10.4 11.0 14.9 14.3 41.4 
1979 ные 13.1 —13.1 5.0 10.1 4.6 на 

Czechoslovakia 
Об. 7.6 6.2 7.6 6.5 8.5 16.7 9.5 41.8 
ао ЗВ 4.6 9.8 4.6 3.9 7.3 14.4 20.5 39.3 
197.8% оо ото 5.6 ОД 5.6 4.8 6.5 12.4 11.0 40.5 
Тон 1.4* 8% 3.7Ъ 3.0 6.6 ad 40.5* 

German Democratic 

Republic 
19763. da7% 8.1 6.6 6.8 5.3 6.3 13.6 19.3 49.2 
оке 8.7 2.8 6.4 4.0 5.8 10.4 14.9 47.2 
a eRe ee oF 1.5 3.5 4.8 4.0 5.3 13.6* 3.8* 48.2 
в 0.6 1.0 4.2 3.1 5.9 48.0 
Plan 1976-1980 к 5 5.0 7.0-7.3 

Hungary с © < 
ОО ЧО —1.2 0.8 4.6 3.4 55 322 2 45.5 
о мя 14.2 13.8 6.4 5.8 6.9 14.1 17.7 45.3 
TOTS Rae. see 2.6 6.8 3.7 6.8 6.0 3.7 17.9 45.8 
Plan 1979.... Ae a 2.1¢ 3.0-3.5 3.0-3.5 
Тен As Ai 1.0¢ 3.0 At 
Plan 1976-1980 34 Be 5.5-6.0° 5.2-5.5 6.3-6.7 

Poland 
1970. —0.2 6.8 1.7 5.8 13.5 13.6 14.9 42.5 
Оо ее. 3.3 4.4 3.9 4.1 10.2 17.0 3.0 42.5 
9. —0.1 5.6 3.8 72 5.8 11.8 3.8 42.2 
9. —6.2 а —8.7 а —4.8 е У 5.1! 46.04 

Romania 
196. Эй 11.2 5.6 14.3 12.2 16.6 4.6 43.9 
о re 6.1 18.4 10.2 16.8 15.1 19.1 33.0 46.6 
ых 13.2 19.9 10.7 16.3 14.1 12.0 17.7 48.2 
оО Caton 12.8 11.7 

Soviet Union 
1976 В. once 1.2 9.7 1.6 3.5 10.2 20.9 15.3 34.5 
А. 21 5.7 2.2 2 9.2 15.1 10.0 35.2 
ее 1.6 8.4 1.8 2.6 9.4 11.9 12.7 35.9 
19790 еее aie ae —1.0 8.0 = Sie ae 
Plan 1980.... oe ae ss ae 6.5 ae a 38.78 
Plan 1976-1980 re rs 5.8 5.4 9.1 


Sources; As for table 4.1. 


Note: Construction output figures for Hungary and the Soviet Union differ slightly from those shown in previ i 
Survey, and, for the Soviet Union, from those shown in table 1.1 of the present Survey, since they have besa elgted cae ть 
definition retained for the other countries (i.e., including where possible private housing, planning, design, geological survey work, etc.). 


ag a between table 1.1 and previous Surveys for Romania are due to the use in this table of data in 1977 (instead of 1963) constant 


® In current prices. 

> Reported figure; coverage may not be identical with previous years’ data. 

* Socialist sector only. 

¢ State investment only; the comparable percentage share shown in the last column was 46.6 for 1978, 
¢ “Basic construction” output only. 

1 Sales, 

в State only. 
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TABLE 4.4 


Ratio of growth of engineering output (A) and imports of machinery and equipment (B) 
to growth of investment expenditures on machinery and equipment 


м 


Сегтап 
\ Democratic 
Bulgaria Czechoslovakia Republic Hungary Poland Romania Soviet Union 
Period A B A B A B A B A B A B A B 


1971-1975. 1.1 

1976-1978. 3.5 2.2 1.0 рэ 1.4 3.2 
1976-1979. . 1.2 1.7 

1976. -е.. SONe 


Sources: As for table 4.1. 


The plans for all countries continue to emphasize 
investment in machinery and equipment, in line with the 
policies to concentrate on the extension and re-equipment 
of existing enterprises and the cutting back of new project 
starts in order to reduce the share of uncompleted con- 
struction in total investment. Progress made in this 
respect in the earlier years of the present plan period has 
been maintained in Hungary, the Soviet Union and 
especially in Romania, though in the other countries the 
year-to-year trend in the relative shares of construction 
and machinery and equipment has not changed sub- 
stantially. 


The aggregate availability of machinery and equipment 
appears to have held up satisfactorily in relation to 
investment in machinery and equipment during 1976-1979 
in most countries as compared with 1971-1975, reflecting 
in part slower investment growth relative to engineering 
output (table 4.4). However, there appears to be some 
tightness in supplies in Hungary, Romania and the Soviet 
Union—particularly in the most recent years for which 
data are available. Supplies of imported machinery and 
equipment have also increased in several countries in 
value terms, but are likely to have fallen in volume in all 
countries of the region in the most recent years. Domestic 
supplies in some countries may have been affected re- 
cently by the re-direction of a growing share of domestic 
machinery and equipment output to export markets; 
with the exception of Hungary and Romania, exports of 
machinery and equipment grew faster than imports in 
1978, the latest year for which data are available. 

The construction industry has experienced generally 
slower growth during the current plan period in all coun- 
tries (table 4.5). This slowdown intensified in 1979, and 
plans for 1980, where available, suggest that this trend 


® The ratio is shown negative because investment expenditures on machinery and equipment decreased. 


will continue. While in part this reflects attempts to 
cut down on the share of construction work in invest- 
ment, labour supply shortages have intensified since 1975 
—particularly in 1979 in some countries—and may also 
have hampered growth. Of the four countries providing 
data for 1979, only in Romania and the Soviet Union 
has the construction labour force grown: it declined 
sharply in both Hungary and Poland, while the trend for 
the other countries in 1978 was in general similar. 


Construction material industry supplies have in aggre- 
gate been easier in most countries of eastern Europe 
during the current plan period—the exception being 
Bulgaria where, however, there was a substantial improve- 
ment in 1979 (table 4.6). There was, moreover, a decline 
in Soviet building materials output in that year, which 
continued a generally falling trend in the growth of output 
since 1975. The materials supply situation was the subject 
of high level comment in the Soviet Union in 1979, and 
clearly represents a severe constraint on the growth of 
output. It is also an important constraint on productivity, 
which has grown slowly since 1975. 


Productivity of labour in construction has developed 
more slowly in the latest years for which figures are 
available in all countries. This partly reflects the low level 
of equipment available to construction workers—typically 
only half that available to the economy as a whole— 
though its availability has substantially increased over 
this decade. Equipment per employee, moreover, has 
continued to grow rapidly in all countries of the area 
since 1975, and there is no sign of a systematic trend 
towards slower growth in the most recent years: in all 
countries fixed assets in the construction sector grew 
substantially faster than in the economy as a whole (see 
text table). 


Indices of total fixed assets, 1970-1978 


(1970 = 100) 
en EEUU 
German 
Czecho- Democratic Soviet 
Bulgaria slovakia Republic Hungary Poland Romania Union 
Construction ........... 257 196 197 277 283 332 218 
Total, material sphere .... 193 159 156 169 192 239 189 


ee 


Sources: As for table 4.1. 
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TABLE 4.5 


Gross output and factor inputs in construction 
(Annual average percentage change) 


—_ ии дд————М[!З4А 
Per employee 


Country and period Gross output Fixed assets* Employment” Gross output Fixed assets 

Bulgaria 

71976 ОИ ИО 5.0 13.9 —3.5 8.8 18.3 
1977 оч ее 11.2 10.0 * —0.1 11.3 10.1 
И СНЕ 6.9 12.1 1.4 5.4 10.6 
о: 5.0 6.2 2 3.9 5.0 

Czechoslovakia 
1976 еее. 7.6 8.0 0.8 6.7 ИТ 
еее. 4.6 WA 0.8 3.8 6.8 
ое 5.6 8.2 0.6 5.0 7.6 
1979 еее 3.7 ° го we 3.1¢ : 
Plan:1980 «cccoeresters ers 3.8¢ ss $ 

German Democratic Republic 
Обе. 6.8 ТОТ 1.7 5.0 5.9 
ен. 6.4 9.2 1.0 5.3 8.1 
со оао ОЕ 4.8 7.6 0.9 3.9 6.6 
ПО Rs we oe ae etna 4.2 у 
Рано в: 5.3 т. 

Hungary a 
Облака foReee RE claws 4.6 11.5 0.6 4.0 10.8 
О О 6.4 12.5 — 6.4 12.5 
ТОВ а ера к 11.7 — 3.7 11.7 
1979 лее 2.1¢ ins —1.7 *е 3.9е Е 
Ра 1 080 еее сана. — (2.5-3.0) е 

Poland 
Побит ок Е 14.2 —1.4 Ве 15.8 
LOTTI ар. Ел 3.9 25.5 —0.2 4.1 25.8 
ПО eat. де ПЗ 3.8 15.1 0.8 3.0 14.2 
Ооо —4.8 с —1.7° —3.2 * 

Котата 
197 ба ор 5.6 22.7 ТЯ 3.8 20.6 
Fe NB pcs OS ee Rh DO eae 10.2 14.6 3.7 6.3 10.5 
а 10.7 16.9 6.5 3.9 9.8 

Soviet Union 
Тобола. 1.6 11.4 1.6 —- 9.6 
ПО с. в 2.2 10.3 1.7 0.5 8.5 
LOTS ISOC SE 1.8 11.6 1.8 -- 9.6 
1979S рее еее а as о Ae 1.0¢ 
Plan1980 evsccmchkeMoce cure 3.5¢ 


Sources: As for table 4.1. 


® Increases between end-year dates except for the German Democratic Republic, where increases in annual 
averages are shown. 


>b Annual averages. 

° Reported figures: coverage may not be consistent with that of data for previous years. 
4 Building workers only. 

е Socialist sector only. 

See also note to table 4.3. 


TABLE 4.6 


Ratios of growth in building materials output to the growth of construction output 
(Average annual percentage change) 


Czecho- German Soviet 
Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 


OE MEWS copadb.aeccabn 1.7 0.8 1.1 0.6 0.5 1.6 1.2 
1976-1978. елена 1.1 0.9 0.78 0.9 1.3 1.9 1.6 
ОНО) сока etait 1.3 0.8 ох 1.0 ye es Se 
оО 1.6 . 0.9 - 0.8 0.9 3.4 ---26 . » 2.2--- 
MS Ror Re, arya 0.7 0.9 0.6 0.6 1.1 1.6 ihe? 
ПЕС 1.5 0.9 0.8 1.5 0.6 1.5 1.4 
еее оба 2.0 0.8 Bic 1.6 с бо aks 


—_—_—_—_—_—_—————— 
Source: Table 4.3. 


® Excludes building materials produced by enterprises outside the indus’ total buildi: ials increase 
faster than construction output 1975-1978). ei fl mee С 


TABLE 4.7 


Gross fixed capital formation by main sectors of the material and non-material Spheres 
(Percentage distribution) 
Total gross fixed capital formation = 100 


ee a ae 


Material sphere 
Agriculture Transport Non-material sphere 
Country and period Total ге Indi Sad tits 
а "у industry Construction munications Other Total Housing Education Health Other 

ER se о о ene Bel ee 
Bulgaria 

NO TG tem cic Е 74.1 14.7 40.4 Э:7 2 4.2 25.9 10.8 3.7 1.8 9.6 

оо о ее 75.4 14.3 41.7 3.4 11.8 4.1 24.6 10.3 Shy? 1.8 9.3 

ПК AC ae Re ee ae. 12.8 41.7 32 14.4 3.1 24.8 10.7 3.0 1.8 9.2 

ее 76.0 14.2 41.2 4.7 12.2 37 24.0 10.9 3.5 1.6 8.0 
Czechoslovakia 

OT Grete ec mtorr. то (PP? 11.7 37.4 3.9 14.0 52 27.8 14.6 5-7 2.2 5.3 

О А ие 72.2 11.8 37.3 4.1 14.1 4.9 28.8 13.8 5.3 2:2 6.5 

ое 72.0 12.3 37.1 4.9 13.2 4.5 28.0 13.3 5.2 2.3 7.2, 
German Democratic Republic Oe 

ие Ми. 80.6 11.3 50.3 3.9 10.4 4.7 19.4 8.5 10.9 

1D) м Знаки. тЫ 80.0 11.1 50.9 3.6 8.7 5.7 20.0 8.4 11.6 

ОО. ам 79.1 10.5 521 3.3 8.1 5.1 20.9 9.1 11.8 

Plawm1979 ав « weich ese 

ROTO ees а ет. 1 78.8 10.0 52:7 2.9 8.4 4.8 72 9.7 11.5 
Hungary 

DSTO wrt ote А И 2:2 13.4 34.5 2.4 12.2 9.7 27.8 

ПО о Ate SE, SEN RE PRE re a 93.2. 12.9 37.6 Dah 11.1 8.8 26.9 

р вр ее 73.8 13.4 36.9 3.3 11.6 8.6 26.1 
Poland 

Об ан. 78.4 15:2 43.6 5.1 9.2 5.3 21.6 14.4 2.0 23 2.3 

я и ИИ 77.4 16.5 41.5 5.4 8.4 557 22.5 15.7 2.4 Dei 2.3 

ен Seas 76.7 16.3 40.0 5.4 8.7 6.3 23.3 17.1 2.1 2255) 1.8 

нае 74.4 18.1 39.4 3.3 6.8 6.6 25.6 20.7 2.1 is) 1.3 

Plane OSOrn eran nae fees os 70.0 15.1 37.0 2.9 77 5.1 30.0 24.5 Del 1.8 1.6 
Romania 

I IPAS gt, et Ae a ce, pelt nt 80.8 14.4 45.8 6.1 10.6 3.9 19.2 10.6 1.7 0.9 6.0 

ЕР ОЧ 82.1 14.5 47.7 6.3 10.4 3.2 17.9 9.7 1.4 0.9 5.9 

И ВИС 82.9 13.9 49.5 6.5 10.1 2.8 17.1 9.8 1.2 0.6 5.5 

С Ее ОИ 2,2 54.4 3.3 11.2 9.7 2.5 
Soviet Union 

TOTO Steet eres gece cae: 73.9 20.6 35.2 4.2 11.3 2.6 26.1 14.0 12.1 

ее 6 ме © 73.8 20.4 35.6 3.8 11.4 2.6 26.2 13.9 12.3 

ТОВ EU CRIP es oat 74.2 19.9 35:5 37 12.5 2.6 25.8 13.5 12.3 


Sources: As for table 4.1. , 
® In current prices; industry figure includes oil fields and the water economy, formerly included in construction. 


(iii) The sectoral and branch allocation of investment In both the German Democratic Republic and Poland 
the main beneficiary activity in the non-material sphere 
has been housing; some 25 per cent of total Polish invest- 
ment will be directed to dwelling construction in 1980, and 
nearly 10 per cent in the German Democratic Republic. 
Housing accounts for 10-14 per cent of total investment 
in the other countries, but its share of allocations has 
not risen during the current plan period. 


Up to 1978-1979, changes in the allocation of invest- 
ment between the material and non-material spheres were 
not large in most countries (table 4.7). The share of the 
material sphere has, in general, tended to rise. However 
it has fallen slightly in Czechoslovakia; in the German 
Democratic Republic a declining trend in the share of 
allocations to the material sphere begun in the early years Within the material sphere, the share of industrial 
of the decade has continued while in Poland. sharp rises investment allocations has risen in most countries, some- 
in the share of the material sphere in 1971-1975 were times substantially (Romania). The main exceptions are 
abruptly reversed in subsequent years. The material Czechoslovakia and Poland; plans for 1980 indicate a 
sphere’s share in Poland, indeed, fell from 78.4 per cent fall to 37 per cent in the latter country, compared with 
in 1976 to a planned 74.4 per cent in 1979, and a further nearly 44 per cent in 1976. Transport expenditure, which 
fall is foreseen in the 1980 plan. In Romania, the material rose sharply earlier in the decade in most countries, appears 
sphere’s share rose from nearly 81 per cent in 1976 to to have peaked in the mid-1970s except in Bulgaria and 
nearly 83 per cent in 1978—the highest in the area—and the Soviet Union. In the other five countries, this may 
a further increase is apparently planned for 1980. reflect a slower pace in gas and oil pipeline construction 
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Investments in the combined fuel and energy branches in total industrial investments 
(Percentage share) 


eee ES % = нь ыы, 


Czecho- German : Soviet 

Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 

a ee SSS eS 
а о НО 21.3 18.3 19.4 25.4 ES) 28.9 28.8 
Те. ое... 19.2 23.4 24.3 24.6 19.4 277 28.1 
1978 ооо 21.2 25:5 23.1 24.9 7-5) 21.6 29.5 


Sources: As for table 4.1. 


following the completion of some important links at the 
end of the last quinquennium. Of the remaining sectors, 
the share of agricultural investment stayed roughly 
constant in the Soviet Union since 1976, and declined in 
all other countries but Czechoslovakia. The Polish plan 
for 1979 saw a fairly sharp rise in this item, which is 
expected to moderate in 1980. 


Within the industrial sector, the combined share of the 
fuel and energy branches in total industrial investments 
currently ranges between 21 and 30 per cent in the eastern 
countries; it is highest in the Soviet Union (nearly 30 per 
cent), and lowest in Bulgaria, Poland and Romania (21-22 
per cent). Since 1970, the combined share of the two 
branches has increased markedly only in Czechoslovakia 
and the German Democratic Republic; it rose by less 
than 1 percentage point in the Soviet Union, and fell 
in Bulgaria, Hungary, Poland and Romania. Falls in the 
aggregate share of the two branches in total industrial 
investment over 1970-1978 were particularly large in 
Poland and Romania. Since 1975, the combined share 
rose, substantially in Bulgaria, Czechoslovakia and 
Poland, less strongly in Hungary and the Soviet Union. 
For the area as a whole, there is little sign of a major 
sustained resource transfer into fuels and energy in recent 
years. (See text table above.) 


The share of allocations to the engineering industries 
has risen in all countries but the German Democratic 
Republic since 1975. Though the shift was small in most 
cases—engineering accounts already for 20-25 per cent 
of all industrial investments throughout the area—it was 
much larger than the average in Czechoslovakia (plus 
three percentage points) and in Romania the branch 
share increased from 19.6 to 25.9 per cent during 1975- 
1978. 


Chemical industry investments have also increased in 
importance since 1975 in most countries. The exceptions 
were Czechoslovakia—where there was a sharp fall in 
1978—and Hungary, where the branch’s share fell by 
nearly one-quarter. By contrast, its share in the German 


Democratic Republic increased by nearly 4 points, and 
elsewhere by about 2 points. The branch’s share still 
remained relatively low in Czechoslovakia, Poland and 
the Soviet Union (9-11 per cent over the period) compared 
with 13-20 per cent elsewhere. 


Allocations to light industry and textiles lost ground in 
all countries of the area but the German Democratic 
Republic. The food industry has mostly held a constant, 
or—notably in the German Democratic Republic and 
Hungary—received an increasing, share of industrial 
investments. Its share fell back slightly, however, in 
Romania and the Soviet Union. 


(iv) Investment performance and management 


Current policies towards investment throughout the 
area show many common features. As described in sec- 
tion (i) and in previous editions of the Survey, the steady 
deceleration in the growth of the labour supply has 
increased the importance of rapid assimilation of new 
technology in order to maintain the growth of labour 
productivity and over-all economic expansion. Perfor- 
mance in all countries of the region has been less satisfac- 
tory in both respects compared with the earlier years of 
this decade, and is in most cases below the targets of the 
current five-year plans—an out-turn which has been 
paralleled by over-all trends in investment efficiency. 


The share of investments brought into operation in total 
annual investments has declined compared with 1971-1975 
in most countries, though there was some improvement 
in Bulgaria—and, to a lesser extent—in Czechoslovakia 
(table 4.8 and text table below). Moreover, the indicator 
has remained low in relation to the plan targets in the 
three countries for which figures are available.1™ 


108 This is the more significant in view of the slackening of 
investment growth rates since 1975, which in the short term could 
have been expected to improve the indicator by reducing the 
denominator of the ratio. 


Fixed assets brought into operation 
(Percentage of gross fixed investment) 


-—— ——А—А—АААыыы——————аа 


Czecho- 


Bulgaria slovakia 


German 
Dem. Rep. Hungary 


Soviet 


Poland Romania Union 


м 


1971-1975 асе 85.0 94.6 
197621 978 еее 90.3 95.2 
о on eres rote 90.8 90.5 
Рап 1976-1980`......... 100.0 * at 


п.а. 93.5 [82.4 85.5 93.3 

92.44 85.3 80.9 85.2 91.48 

93°85) 85:2 84.0 79.4 91.6Ъ 
93.0 105.4 


м— eee 


Sources: Аз for table 4.1. ® 1976-1979. 


ь 1979. 


TABLE 4.8 


Fixed capital brought into operation 
a 


Billions of national currency units 


Country and period Total Agriculture * 


Industry Construction Transport » 


Percentage of gross fixed capital formation 


Total Agriculture* Industry Construction Transport » 


a a ee ee es we Е СВ 


Bulgaria 4 


ани 4.51 0.78 1.43 0.19 

И 5.90 0.92 2.09 0.21 

ОВ ми 5.62 0.81 2.20 0.17 

1979 зе 5.36 0.81 2.17 0.20 
Czechoslovakia 

обрели 134.4 15.9 52.8 5.1 

ОО РЕ. 130.6 16.7 47.0 5.4 

LOTS... ль 131.7 17.9 47.9 6.6 
German Democratic 

Republic 

обес. 41.5 5.0 20.0 1.3 

ее. 42.7 ety! 20.8 1.7 

В о 46.5 5.1 24.5 1.5 

UE обе Ane 46.7 5.0 231 1.5 
Hungary ® 

бе 136.0 20.1 46.2 3.8 

а Ну НЫ 147.5 22.1 54.3 4.9 

и ЧЕ 168.4 25.8 71.8 6.7 
Poland <,4 

ини 447.3 87.4 202.9 217 

ПЕ кое ИЕ ee 568.6 113.0 246.1 29.8 

ле = 567.9 122.0 227.3 36.6 
Котата 

обе ei ome 136.5 21:3 60.8 9.1 

И т 145.9 21.7 66.9 10.4 

HOTS Pec oe teres 155.8 23.6 68.4 12.2 
Soviet Union 

аа 107.1 

т. ИО 110.5 

197835 Fe ee 120.1 

NOT Oe Where ccs occ o 120.0 


0.58 83.9 99.1 66.0 97.8 95.7 
0.78 96.1 105.1 81.7 973 107.6 
0.87 90.8 101.6 85.2 88.1 97.7 
0.71 85.5 91.4 84.1 67.7 92.3 
15.4 101.6 102.6 108.7 101.6 83.3 
17.9 93.4 101.7 90.2 95.0 90.1 
18.7 90.5 100.7 88.9 SHS) 96.6 
4.7 91.8 98.4 87.9 И 99.5 
4.1 89.4 99.5 85.6 99.3 98.4 
4.0 94.7 99.5 95.8 93.8 99.3 
4.0 93.8 100.0 90.1 100.0 95.2 
23.2 89.4 95.2 78.5 97 111.8 
18.8 81.3 93.0 71.7 89.3 84.1 
18.3 85.2 90.8 89.2 91.8 72.3 
50.7 zee 99.3 74.2 86.6 88.2 
58 86.6 106.0 90.7 84.4 98.0 
54.3 84.0 112.4 84.5 101.1 91.4 
14.7 90.1 97.4 87.7 98.7 92.0 
15.8 86.2 88.6 82.9 96.5 90.4 
16.7 79.4 86.6 70.4 96.0 83.7 

90.8 

90.4 

92.6 

91.6 


Sources: As for table 4.1. 

® Including forestry. 

ъ Including communications. 
¢ Based on current prices. 


The significance of this ratio is considerable over the 
medium term, and may be closely linked to the higher 
than expected investment growth which took place in 
several countries. There is a close correlation between the 
movement of the ratio and the level of above- or below- 
plan investment in all cases but the German Democratic 
Republic (for which the indicator for 1971-1975 is not 
available) and Romania.1” Excessively long gestation 
periods give rise not only to direct production losses, but 
also exert a braking effect on attempts to accelerate rates 
of technical progress throughout the economy. The ratio 
is, moreover, lowest in the industrial sector in all coun- 
tries; the braking effect therefore falls most heavily 


107 The cumulative effect of lagging performance shown by this 
indicator can be illustrated by a simple arithmetical example: 
if a 10 point rise in the indicator to 95 per cent were experienced 
over a five-year period, then the amount of investment brought 
into operation in the final year (assuming a 5 per cent annual 
growth in investment over the period) would be 12 per cent greater 
than if the indicator had remained unchanged. 


4 The Bulgarian plan for 1980 specifies a figure of 97.9 for 1980; the Polish plan 
for 1980 specifies a figure of 91.7 per cent for the total economy and 90 per cent 
for the industrial sector. 


© Socialist sector only, in current prices. 


precisely on the sector where rapid development of modern 
products and processes is most vital in view, inter alia, of 
their influence on the introduction of new industrial goods 
for investment and on the potential for producing com- 
petitive industrial goods for export. 


One Soviet source has stated that the gestation period 
for large investment projects ranges between five and 
ten years in the Soviet Union (which roughly corresponds 
to the planning norm of eight to eight and a half years) 
and for medium-sized projects, three to five years.1% The 
conclusion is drawn that the products of the new plant, 
or the production processes employed, may well be 
obsolete before production starts.1° Such delays also 
reduce the flexibility of the economy to respond to new 
circumstances; the failure of energy consumption to fall 
per unit of output in the years following the post-1973 


108 T, Khachaturov: “Ways of raising the effectiveness of capi- 
tal investments”, Voprosy Ekonomiki, No. 12, 1979, p. 127. 


109 Loc. cit. 
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rise in fuel prices (see section 3.B) is a case in point. It may 
well be that despite the high priority given throughout 
the region to energy and fuel economy in industry, the 
redesigned equipment needed to bring it about has not 
yet been made available in significant quantities. 


The construction industry has been the subject of scrutiny 
in this connexion in most countries of the region. The 
causes of excessively long gestation periods have been 
discussed in previous editions of the Survey, and examples 
cited from all countries of the area. Further discussion 
is relevant this year in view of new initiatives taken in 
some countries. In the Soviet Union, a decree promulgated 
during 1979 announced action over a broad front to 
tackle several aspects of the problem." This followed a 
period of experimentation in over-all construction man- 
agement and planning in the Byelorussian SSR, which 
was subsequently extended to certain other areas of the 
Soviet Union, and in labour organization and remunera- 
tion systems elsewhere in the Soviet construction industry. 


One of the central features of the decree is the introduc- 
tion of a new indicator which provides for the evaluation 
of construction enterprises’ work on the basis of net value 
added instead of gross output. This will, in the first 
instance, remove the financial inducement for construction 
firms to concentrate on the material-intensive initial 
stages of operations. Some construction firms have even 
preferred to begin work on new projects rather than 
complete the labour-intensive and less profitable (i.e. less 
material-intensive) work in preparing unfinished plant 
for commissioning. Added incentives in the form of 
bonuses for on-time and early commissioning of plants, 
for below-plan construction times and for high-quality 
work have also been introduced.™4 A further provision 
of the decree provides for a change in the financing of 
construction work. Advances by clients to cover work in 
progress will be abolished and working capital provided 
to the construction enterprises by banks. Interest rates 
on these loans will be increased by 50 per cent in the case 
of longer-than-planned construction times. 


There is, of course, more than one reason for the undue 
prolongation of gestation periods. Estimates have been 
made that preparatory work can be equivalent to as much 
as 50 per cent of a project’s construction time, and one 
commentator has recommended the incorporation of 
design organizations into construction enterprises.4? The 
decree provisions will entail changes in the method of 
financing design work. As in the case of construction 
enterprises, progress payments by clients will be abolished 
and work henceforth financed on the basis of bank credit 
—again with punitive interest rates for delays which are 
not foreseen in the р!апз.13 A similar approach will be 


110 “Оп the improvement of planning and of strengthening the 
effect of the economic mechanism on raising the effectiveness of 
тонов and the quality of work”, Planovoye Khozyaistvo, 

о. 9, 1979. 


111 These consist of: а bonus of 3 per cent of the value of work 
carried out for on-time commissioning; this can be raised on a 
sliding scale by 50 per cent if commissioning time is cut by 30 per 
cent or more and 10 per cent if it is cut by 10 per cent or more. 
Provided that the plan is commissioned on time, below-plan 
construction time is to be rewarded by up to 50 per cent of the 
planned profits over a period equivalent to the construction time 
saved up to a limit of 0.5 per cent of the value of work carried out. 


113 А. Stepun, Planovoye Khozyaistvo, No. 10, 1979, p. 26. 
48 Moreover, for inclusion in investment plans, full designs 


must be submitted by 1 July (instead of 1 September, as in the 
past) of the year preceding that in which the project is to be initiated. 
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adopted to solve problems connected with delays in pro- 
viding the necessary production equipment for installation 
in factories; suppliers will also be remunerated for equip- 
ment delivered in the first instance, by credits accorded 
to them by banks. No payment by the client will be made 
to suppliers until the full range of equipment ordered has 
arrived and failure to respect delivery dates will once 
more result in the levy of punitive interest rates against 
the supplier organization. The same will apply to suppliers 
of construction materials. 

Experience in the Byelorussian SSR where many of the 
innovations incorporated in the July 1979 decree have 
been tested during the current five-year period, suggests 
that some real progress may be possible in reducing 
gestation periods in the Soviet Union. Nevertheless, 
problem areas remain. 

It has been pointed out that half of the construction 
projects not completed on time in the Soviet Union are 


delayed simply because the necessary site equipment is 


lacking."4 In addition, the same source points out that 
year-by-year increases in plan targets have not been 
accompanied by any increase in the annual supply either 
of equipment or building materials since 1975. This situa- 
tion may reflect both physical shortages of building 
materials, and their availability at the right place at the 
right time; over-all figures for the industry (table 4.6) do 
suggest some diminution in the over-all availability of 
building materials since 1975. 


The adoption of the net output indicator in Czecho- 
slovakia, and also in Romania in 1978, may also have 
some effects in reducing construction and over-all gesta- 
tion periods. 


(v) Investment financing 


Recent years have witnessed attempts in most countries 
of the region to re-impose stricter control over investment 
expenditure. The tendency towards tighter central control 
has been given some impetus since 1975; attempts to raise 
the efficiency of investment were followed by the imposi- 
tion of measures to curb the growth in foreign trade 
imbalances, which had occurred largely because of fast 
growing imports of investment goods. Essentially, a main 
objective has been to reconcile stricter central supervision 
of the way in which investment funds are spent, with the 
creation of a system of financial incentives and penalties 
to encourage optimum allocation of resources and their 
deployment with regard to specific projects at enterprise 
level. Overriding, and at times running counter to the 
second of these objectives, are the provisions of the plans 
themselves. These may often require the initiation or 
completion of projects which are costly and perhaps 
unprofitable in strict financial terms, which are nonetheless 
decided upon within the framework of strategic devel- 
opment objectives. In most countries, the price mechanism 
has not been harnessed to the achievement of these 
objectives. Instead, the achievement of plan targets has 
been encouraged on the one hand by administrative 
measures (direct allocation of resources for particular 
projects regardless of their profit-and-loss implications); 
in addition, the achievement of such objectives has been 
stimulated by incentives and penalties tied to their reali- 
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zation at enterprise level. The latter measures include: By 1978 the share of credit had increased in all of those 
differential interest rates and repayment periods or credits countries of the area for which data are available. In 
according: to their purpose; penalties—ranging from Bulgaria, where the initial share of credit was over 50 per 
increased interest rates or repayment calls in cases where cent of the total, the rise was only small (to 55 per cent 
the objectives for which credits were granted are not т 1978). It probably rose by substantially more in Poland 


attained ; differing criteria for budgetary grants to enter- —where its initial share was also over 50 per cent in 1975 
prises for investment, again varying according to the —perhaps to about 60 per cent. In Czechoslovakia, credit 
purpose of the grant. accounted for 28 per cent of total investment in 1978. In 


There is clearly some degree of tension between different the Soviet Union where the share of credit in 1975 was 
methods of ensuring optimal investment performance. lowest in the area, its importance apparently doubled— 
While—in the absence of self-regulating financial rewards to some 9 per cent in 1978.15 
and penalties—-close centralized supervision is clearly The growth of credit in the Soviet Union up to now 
necessary to ensure that certain of the planned objectives has been accompanied by declines in the proportion of 
are attained, there is scope for enterprise initiative in the enterprises’ own funds, whereas in Bulgaria the share of 
initial choice of project. The trend during the 1970s Ваз the latter rose while budgetary grants decreased. In Poland 
been to intensify central control over both elements. In both of these two alternative sources of funds declined 
1976, “decentralized” investment funds were included in _ relative to credit. In Hungary the share of own funds in 
central investment plans in the Soviet Union. Similar investment during 1979 was squeezed following changes 
measures had been taken earlier in the decade in Bulgaria, in the dispositions of the “regulator” mechanism towards 
and by some other countries. The criteria according to the end of 1978. Profit taxes were raised, and the rate of 
which enterprises’ own funds were disbursed were tight- deduction from post-tax profits was raised expressly to 
ened. Financial organs have tended to apply stricter reduce the availability of enterprises’ own funds for 
supervision with regard to conformity with over-all investment purposes. 


investment plans, and to play a bigger role in ensuring Enterprises’ own funds constitute the bulk of investment 
that projections of costs, gestation periods and return finance in all countries but Bulgaria and Poland, current 
from credit-financed projects are respected by use of discussion tending to encourage a reduction in their role. 
differentiated interest rates, regulations covering repay- It is considered that an excessive degree of freedom to 
ment periods, and stipulations as to the share of enterprise concentrate such funds is accompanied by too little 
finance required in projects financed partially on credit. central control. Enterprises’ own “surplus” funds can, 
The reassertion of control has not been accompanied in the Soviet Union, be transferred to other enterprises 
by any marked changes in the institutional arrangements subordinated to the same industrial authority and used 
for the planning and management of investment. But for investment by them if the enterprise in which they 
pressures have been exerted to influence investment were accumulated does not wish to employ them. Enter- 
patterns via existing mechanisms—both to check excessive prises receive no interest or other payment on funds 
growth in the volume of investment in some countries— deposited in banks but they do receive a return on funds 
partly by more restrictive investment targets in the five- so transferred for investment by other enterprises. The 
year plans which have been associated with a less rapid disadvantage from the central authorities’ point of view 
growth of direct budgetary allocations to the economy is the lack of control on the choice of project and the 
for investment purposes; and also to ensure the applica- efficiency with which it is implemented: given the lack of 
tion of stricter criteria for the choice of investment pro- alternatives, the funding enterprise may be content with 
jects and their subsequent implementation by increasing a low rate of return. 
the share of bank credit in investment finance. This 
entails, primarily, reductions in the role of enterprises’ 


own funds. А»: ; ; 115 Another source gives 12 per cent, see T. Khachaturov: 
Little systematic information on investment finance Voprosy Ekonomiki, Мо. 7, 1979, р. 128. This source estimates 
is published for most eastern countries. It is, however, that credit should account for about ree ей of eels 
: : in the coming years. However, the share of long-term credit in 

clear from aie Seer OL cout that in 1975 there were wide total State investment is projected at only 5.3 per cent in the Soviet 
variations in the share of the different sources of finance — pudget for 1980—down even from the 6.2 per cent projection given 


as between eastern countries: in the budget for 1979. 


Sources of investment finance 
(Percentage of State investment) 


a 


Bulgaria Czechoslovakia Hungary Poland Romania Soviet Union 
1975 1978 1975 1978 1975 1978 1975 1978 1975 1978 1975 1978 
ee 
Centralized funds ...... 21 18 29 dé 50 as 17 ss 37 ie 41 40 
Enterprises’ ownfunds.. 25 27 45 wi 35 р 29 “ff 56 at 55 50 
(@ ye Menai ion OL CROICROae ROI 54 55 26 28 15 18 54 60* 7 of 4 9 


EEE 


Sources : Sozialistische Finanzwirtschaft, No. 5, 1979, р. 21 and secretariat estimates. 
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The increasing involvement of banks, operating credit 
policies within the broad guidelines of the national plan, 
is in the first place intended to ensure the conformity of 
projects selected for financing with centrally-determined 
priorities. Banks also exercise a controlling function 
thereafter, to ensure that the profitability of the investment 
is maximized by speedy completion and efficient opera- 
tion. There are signs that credit policy is becoming more 
selective. Criteria for approving projects can be modified 
to conform with current short-term policy objectives. In 
Czechoslovakia, for instance, interest rates may be low- 
ered for projects which over-fulfil export plans or targets 
for the supply to domestic industry of high-priority 
investment goods, such criteria being re-assessed annually. 
Interest rate policy is also more selective. Basic interest 
rates for normal investment projects range from 0.5 per 
cent in the Soviet Union to 9 per cent in Hungary. Credits 
for modernization and rationalization investment expen- 
diture pay a lower rate of interest. Rates can also be 
raised in cases where credits are not repaid in the agreed 
time; the punitive rate is as high as 12 per cent in Czecho- 
slovakia, Hungary, Poland and Romania, but con- 
siderably lower in the Soviet Union (1.5-3.0 per cent). 


Increasing use is being made of interest rates as a spur to 
fulfilment and over-fulfilment of plans for investment 
profitability. In the Soviet Union for instance interest rates 
may be lowered or raised by 50 per cent for fulfilment or 
non-fulfilment of planned targets for output and profit- 
ability of the project. 

However, there is little use of interest rates as yet to 
influence the over-all level of investment activity; interest 
rates have indeed been virtually stable over the decade 
in most countries—they have not been changed in the 
Soviet Union since 1965. 

A further extension of the role of credit is being pro- 
posed, which would help to improve the performance of 
plan-loss or low profitability enterprises. Bank supervision 
of implementation could provide, it is argued, a source 
of outside expertise in such cases. At present, such enter- 
prises do not have easy access to credit. Present regula- 
tions may also hamper credit growth. In the Soviet 
Union, bank credits are normally granted for projects 
for which the initial investment can be recouped within 
five years—which is not always possible for instance in 
cases where social objectives override purely profit and 
loss considerations. . 


5. CONSUMERS’ INCOMES AND SUPPLIES 


(i) Incomes and incomes policies 


The growth of real income per head of the population 
accelerated in Bulgaria and Poland in 1979. Growth 
continued stable in the Soviet Union, but there was some 
deceleration in the other four countries. The rate of 
growth was fastest in the German Democratic Republic, 
Romania and the Soviet Union (3-3.5 per cent), followed 
by Bulgaria and Poland (2.0 per cent). The growth rate 
was lowest in Czechoslovakia (0.6 per cent), and in 
Hungary, where per capita real incomes remained at 
their 1978 level. 


Full information is not available on real wage growth, 
but available data suggest that movements were similar 
to, if somewhat less buoyant than, trends in real incomes. 
The rates of growth improved marginally in the German 
Democratic Republic, and more vigorously in Poland 
compared with 1978, but fell away in the other countries. 
As in the case of real incomes, real wage growth rates were 
highest in the German Democratic Republic (3.3 per 
cent), Romania and the Soviet Union 18 (2.1 and 2.3 per 
cent respectively), followed by Poland (1.8 per cent) and 
Bulgaria (1.7 per cent). In Hungary a slight fall in the 
absolute level of real wages took place in 1979 compared 
with the previous year. 


The rate of growth of money incomes continued high 
in Hungary and Poland (9.5-10.0 per cent)—the countries 
with fastest rising consumer prices (table 5.2). In the other 
three countries where consumer prices were stable or 
increased marginally, money incomes grew at rates 
ranging between 2.8 per cent for the German Democratic 
Republic and 3.6 per cent and 3.9 per cent for Czecho- 
slovakia and the Soviet Union respectively. In Romania, 
total money income rose by 5.7 per cent in 1979 and wage 
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and wage-like incomes of the population by 6.2 per cent; 
an increase of 9.6 per cent for the latter is planned for 
1980. 


Nominal wages and salaries in general followed the 
trends in money income of the population. The highest 
rates of increase were in Poland and Hungary (7.7 and 
8.7 per cent respectively—see text table). In line with 
planned objectives, the rise of average nominal wages was 
less than in the previous year in most countries of the 
region. However, the rise in wages and incomes should be 
viewed in the context of improved wage and salary 
systems in pensions and working conditions introduced 
in some countries. 


In Bulgaria, wage growth rates in 1979 were higher than 
in 1977 or 1978. Important changes in the national 
remuneration system were introduced on 1 November 
1979 simultaneously with retail price rises. Wage rates 
were increased by about 30 per cent on average, and 
salaries by about 25 per сепё.7 A new uniform wage 
scale and an ordinance concerning supplementary labour 
remuneration were also introduced. The minimum wage 
was fixed at 100 leva a month instead of 80 leva. The 
minimum rate for young specialists was increased from 
105 to 155 leva for those with higher education; from 92 
to 135 leva for those with secondary and semi-higher 
technical and semi-higher teachers’ institute education; 
and from 83 to 120 leva for those with secondary educa- 
tion. 


The system of supplementing remuneration for work 
under unfavourable and certain other conditions was 
improved with a view to stimulating more appropriate 
distribution towards, and a reduction of labour turnover 
in, the industrial branches and activities with harder 
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Average monthly nominal wages 


ee 


Average monthly 


wages and salaries 


in national 
currency. units 
Country 1979 


1976 


Annual percentage change 


Plan Plan 
1977 1978 1979 1979 1980 


a —8дЩЖ8—Ш—Ш—Ш666—855—5—5к5к_—_—к—к—к—к—к—кцк—к—к—к—к——кк_к_к_к_—_—_к— 


BUI ALIA есь 162 *8 
Gzechoslovakia’ „есь 2 580 
German Democratic Republic .. 1011 
PU Gary еее 3 996 
POlANG ооо cic siecle « siarelecinre 5 094 * 
ROmaniiass аа eterno 2 108 
Soviet Union. еее 163.5» 


1.4 2.0 4.0 ic 3.4 58 
2.8 3.2 3.0 2.7 2.6 2.8 
chee) 2:9 3.2 wa 3.5 аа 
Sa 8.5 8.4 5.6 Toi! 4.5 
8.8 7.3 6.1 a 8.7 6.9 
8.3 6.2 10.6 ae 4.8 tes) 


3.8 я 3.0 1.9 2.2 2:1 


————А—Э—А,Аы—ю—ы—П—П——»—»ьоььЬ8ЯЭЯ 


Sources: Аз for table 5.1. 


® About 205 leva after the wage and salary increase introduced on 1 November 1979. 
> Earnings plus payments and benefits from social funds total 224 roubles per month. 
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TABLE 5.1 


Real income and real wages 
(Annual percentage change) 


_нЬЬЬЬнНнЫнЫММ  —»ькькь 


Real wages 
Real income Real wages Real income per wage-or 
per head of per wage- or per head of salary- 
Period population salary-earner population earner 


ee ES 


Bulgaria Romania 

a 
19768, ВО. ое. 4.6 0.8 8.7 5.8 
197 TERA eis ооо КСО 5 ВОО 0.6 0.4 4.0 5.5 
о ооо а ооо 1.3 0.4 8.0 8.0 
Рапота на ен Bex 78 ae 6.7 
оао ево 2.0 ТЯ ao 2.1 
Plan! 19805. 5 hance неа. 3.0 ne 
1976-1979 oa. ci ate wise svete аа 2.1 ne 55 ay 
Platy 1976-19805 22. a cinece | tasinetcce Я ae 6.2-7.0 5.5 

Czechoslovakia Soviet Union 
ое або 3.3 2.0 3.7 3.8 
ет. 2.3 2.0 Вэ 2.5 
UA tics о коек оо ада iow 1.0 1.9 3.0 3.0 
Planel1979) 11: SMG aoe See ee aa es oe me 3:3 1.8 
WOT Orie PAE Зо: < НОСА ТЫ 0.6 * — 3.0 Paes} 
Plan: Оно ss ee aaa 2.2 —* 2.9 2.1 
197621979 волки sat ete 1.4 5 3.3 2.9 
Р1ап,1976-1980.. ... киль sides ties блекВ с 2.5-2.8 5 3.9 3.2 
German Democratic Republic Byelorussian SSR 

b 
LST OURS etc ens пе 5.0 3.0 6.0 7 pp 
ТО поте СЕЛ 5.9 3:2 3.0 2:2 
а о Sek Se sae 4.2 За * 4.0 2.8 
Plan 1979 ни a ane 31 3.0 
979 3.4 3.3 * 4.0 32 
Plan 1980 а ее a i 3.8 5:1 
97 бо, о сьнь 4.6 3-2 4.1 3.8 
Р!ап! 1976-1980 6... ok ee 3.9-4.2 4.0 4.1 

Hungary Ukrainian SSR 

b 
Me LD eared oi CIO RICE RO REL ORS 0.8 0.1 5.0 4.7 
1977, а 4.5 87 4.0 2.2 
1978 вооон 2.9 3.1 3.0 2.3 
Plan 1979 | raasyae ie ochresir iene oes Fates 2.0 1.0 3.5 2.0 
DTD ен ор хо —* —(1.0-1.5) 2.0 2.3 
Plan 1980 ое — —* 85 5 
1976-19 ее. 2.2 1.4 * 3.4 2.9 
Plan 1976-1980'.....=....... т 3.4-3.7 2.7-3.0 3.5 2.8 

Poland 

о оо 7.1 3.9 
а ие 6.1 2.3 
ооо ПАО —0.6 —2.7 
Plan21979 Ca tao eee ies 1.1-1.4 1.5-2.0 
ие НН 2.0 1.8 
Plan Оо р 1.0-1.3 1.0 
19176-19790. рее оно 3.6 0.3 
21ап.1976-1980 а 3.0-3.4 


Sources: National statistics, plans and plan-fulfilment reports. 
® Increase in wage funds in real terms. 
> Average nominal wages. 
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TABLE 5.2 


Money income 
(Annual percentage change) 


EE SE a PO М a ee ee ce eee В 


Total Wage and Pensions and social benefits Total 
Wi nd 
me ane wage-like Income from — money marek Income from ей СЫ 
псоте тсоте agriculture Total Pensions income income agriculture Total Pensions 


ee a ной 


Bulgaria Hungary 
oe ее 6.9 5.5 7.4 6.1 5.6 —0.2 13.8 19.1 
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Plan 1979 и i |. 9.0 ne oe т ies 
19792 2 tee 6.0 8.8 8.7 9.5-10.0 7.7* 6.2* 18.0* 21.7* 
Pian 1980 Bis ah es ый 4.5 ® 13.0 

1976-1979 4.7 5.9 7.6 8.4 7.4 5.8 12.5 15.9 

Czechoslovakia Poland 
b 
об 4.9 4.0 —1.1 8.7 12.9 12.1 10.6 21.7 15.5 16.6 
O77 eee. Ae 4.5 4.7 0.5 3.5 3.3 12.3 9.0 14.2 17.2 22.8 
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Plan 1980 .... 5.3 2.8 а 7.1 8.0 6.7 7.1 16.0 19.0 
1976-1979 .... 4.1 4.9 10.7 56 a 16.6 19.6 
German Democratic Republic Soviet Union 

1976 eet ee 3.9 4.4 1.9 5.8 5.9 4.8 5.7 5.3 
ТО. oA 5.2 4.7 13.0 4.5 4.6 4.0 4.1 5.4 
ТЕ: а 3.6 4.5 —0.3 5.1 5.4 2:2 5.4 6.6 
Pian 1979 4.0 ae 3.5 3.6 5.2 2.3 3.5 
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Plan 1980 .... 4.0 4.5 3.7 5.4 8.3 10.0 
1976-1979 .... 3.9 4.8 5.0 3.7 4.4 5.2 
Plan 1976-1980 4.0 4.6 4.6 4.7 5.2 6.1 


Sources: As for table 5.1. = Average monthly wage. 


working conditions. Differentiated rates of remuneration 
were fixed for underground work—supplements of up 
to 80 leva a month—and for other work under other 
onerous conditions, supplements of 10-40 leva a month. 
Supplementary remuneration was also introduced for 
length of service and uninterrupted service differentiated 
according to labour conditions and the priority accorded 
to the industrial branch in which the employee works. 
The highest rate is fixed for workers engaged in under- 
ground mining, construction, and geological survey work 
—6 per cent for one year of service rising to 36 per cent 
for more than 15 years. Those engaged in surface mining, 
construction metallurgy and power generation, and also 
shepherds and cowherds in farming, weavers and spinners 
in the textile industry etc., will receive 5 per cent for three 
years of service rising to 20 per cent for more than 20 years. 
Workers engaged in other branches and activities will 
receive 3 per cent for five years of service rising to 12 per 
cent for more than 20 years. 


In Czechoslovakia, the growth of the average nominal 
wage in the national economy during 1976-1978 was 
basically as envisaged in the plan, but slower than in the 
previous five-year period. The rate of growth of nominal 
wages, but not of nominal incomes, slackened in 1979 but 
some acceleration is called for in the plan for 1980. 
Higher than average increases in the average wage were 
paid in 1979 in those branches which are currently the 
focus of development priority—fuel extraction (4.9 per 


>» Non-socialized sector only. 


cent), railway transport (4.1 per cent), heavy engineering 
(3.8 per cent), and the energy industry (3.7 per cent).1§ 
As the planned growth of national income has not been 
achieved, the share of wages increased. This gave rise to 
supply and demand imbalances. 


In the German Democratic Republic, the rise in money 
incomes fell slightly below the annual plan in 1979, but 
growth during 1976-1979 remained in line with the five- 
year-plan targets. The share of households with a net 
income of more than 1,200 marks monthly increased from 
30 per cent in 1970 to about 70 per cent in 1979. 


In Hungary, the rate of growth of total money incomes 
has increased progressively since 1975; the same was true 
of wages up to 1978, though there was some slacking in 
1979. Wage and income supplements were introduced to 
compensate for the July 1979 rise in retail prices. Persons 
in regular employment, with the exception of workers in 
agricultural producer co-operatives, received a monthly 
supplement of 180 forints. Workers, members and em- 
ployees of agricultural producer co-operatives received 
140 forints. 

The difference in income between various social strata 
and branches of employment in Hungary has decreased 
during the decade. Figures for the period 1972-1977 
indicate that the proportion of citizens with an income of 
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less than 1,400 forints dropped from 29 to 12 per cent. 
At the same time, the wages of skilled workers were only 
30 per cent higher than those of unskilled workers. 


A number of decrees affecting wages were brought into 
effect on 1 January 1980. The decree on wage regulation 
at enterprises is intended to promote a more direct 
connexion between enterprise performance and wage 
increases. The application of regulations on the total 
wage fund which has been extended to a wider field than 
previously, will increasingly encourage differentiation in 
wages according to work output and stimulate thriftier 
management of manpower. The incentive effect of the 
decree is based upon provisions to permit enterprises and 
co-operatives to increase their own resources spent on 
personal incomes and enterprise development provided 
that profits increase under more difficult operational 
conditions. Enterprises will have to pay tax only when 
wage increases exceed 9 per cent, rather than 6 per cent 
as in the past. The amount will be a uniform 150 per cent 
instead of the previously applied progressive taxation. 
Enterprises can utilize wages saved from cuts in the labour 
force for raising wage levels by a maximum 3 per cent 
without being taxed. A minimum 2 per cent wage increase 
will be guaranteed even in those enterprises which at the 
moment do not fulfil the requirements. 


In Poland the minimum wage was increased from 
850 zlotys in 1970 to 1,800 zlotys in 1979. Poland has 
recorded high rates of growth of nominal incomes and 
wages in all years since 1975. After decelerating slightly 
in 1978, growth picked up again in 1979, but slightly 
slower growth is scheduled for 1980 (8 per cent for 
incomes and 6.7 per cent for wages). 


For Romania, no information is available on over-all 
nominal wage and income movements in 1979. The first 
stage of a pay increase was concluded on 1 July 1978. 
Basic wages and salaries increased by 17.3 per cent for 
workers and 15.7 per cent for others. The minimum basic 
wage rose from 1,114 lei in 1975 to 1,288 in 1978. The 
second stage, scheduled for 1979-1980, will raise the real 
average remuneration to 2,111 lei, an increase of 32.3 per 
cent as against 1975. The ratio between minimum and 
maxin.um .emunerativi. in the economy is maintained 
а 5:5: 


In order to offset price and public service tariff in- 
creases, the annual profit-sharing and bonus funds for 
the labour force will, starting on 1 August 1979, be 
increased on the Lasis of monthly evaluations of enterprise 
activity. These sums will be paid at the end of the year, 
together with annual profits and bonuses. 


In the Soviet Union, the average monthly earnings of 
factory and office workers rose by 12.4 per cent between 
1976 and 1979 and the remuneration of collective farmers 
by 21.7 per cent, which is in accord with the targets of the 
five-year plan. 


During 1979, new wage rates were applied to 18 million 
people in middle pay categories employed in the non- 
material sphere. Wage and salary rates were raised in 
1976-1978 for people working in regions with relatively 
difficult climatic conditions. Wage and salary rates in the 
non-material sphere had not been revised since 1964-1965. 
The introduction of new wage rates and salaries for such 
workers, which began in December 1976, was completed 
in 1979. As a result, 31 million people will receive in- 
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creased earnings during the five-year-plan period.” 


The minimum wage was increased to 60 roubles per 
month in 1968 and to 70 roubles in 1978. The 1976-1979 
pay increment amounted to an average of 25 per cent 
of the wage or salaries concerned, and in some categories 
to more. The final pay increment, introduced on 1 Novem- 
ber 1979 and applied to 12 million people, required addi- 
tional financial resources of about 2 billion roubles. 


Additional privileges have been given to some cate- 
gories of workers in ferrous and non-ferrous metallurgy, 
in the coal and shale industry, the textile industry, and 
agriculture. Wages have been increased for front-line 
workers in the building industry. It has been decided to 
increase wages on the railways in the eastern areas of the 
country, and to introduce seniority bonuses at enterprises 
of the Ministry of Railways. 

Increases in wage and salary rates affecting skilled 
personnel have brought about an increase in the earnings 
differential coefficient between unskilled and skilled 
workers (1: 3.5 in 1976 as against 1: 3.1 in 1968). 

Available data on agricultural incomes in 1979 are only 
fragmentary. Changes in incomes reflected fluctuations 
in agricultural production (table 5.2). Thus, in Hungary, 
the growth rates of agricultural incomes varied from 17 
per cent in 1977 to zero in 1978 and 6.2 per cent in 1979. 
Supplementary income earned from household farming 
by members of peasant co-operatives decreased over the 
decade. 

In Romania, the real income per active member of co- 
operative farms deriving from the work done in the co- 
operative farms plus earnings from individual plots, and 
including incomes of peasants in the non-co-operative 
sector, rose by 25.6 per cent in 1978 compared with 1975. 
Real per capita income from agriculture rose by 3.1 per 
cent in 1979, and a rise of 2.6 per cent has been planned 
for 1920. 


In the Soviet Union, the wages of collective farm 
workers have increased substantially in the last few years 
and average monthly pay exceeded 100 roubles at the 
end of 1978—close to the wage in State farms. The pen- 
sions and social insurance of collective farmers are now 
covered by the nationwide system. The real per capita 
income of collective farm workers amounted to 88 per 
cent of the real per capita income of workers and em- 
ployees in 1978. 

Recent changes in incentive systems promote closer 
dependence of wage increases on the economic perform- 
ance of agricultural enterprises. In Bulgaria, too, the new 
planning system will attempt to link wages more fully 
with final results. The new economic mechanism of self- 
financing will cover all agro-industrial complexes, agri- 
cultural research enterprises, and production corpora- 
tions. The new mechanism links remuneration in agri- 
culture to the profits realized by the corresponding agri- 
cultural organizations. The same principle will apply to 
the salaries of specialists and management cadres. 


Pensions and social benefit payments in Bulgaria were 
increased by 4.0 per cent, pensions alone by more than 
7 per cent. On 1 November 1979, allowances and other 
payments from the social consumption fund were in- 
creased in order to compensate for price increases. Wage 
supplements in respect of children up to 16 years were 
increased as follows: for one child, from 5 to 15 leva; for 
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two children, from 20 to 40 leva; for three children, from 
55 to 85 leva and for each subsequent child, from 5 to 
15 leva a month. 


All pensions were increased by 10 leva a month with 
the exception of co-operative farmers’ pensions; these 
were raised by 6 leva a month. The maximum loan for the 
building or purchase of a dwelling was raised from 6,000 
to 8,000 leva, with a 25-year repayment term. 

In Czechoslovakia, payments from the social con- 
sumption fund increased by 3.7 per cent in 1979. Total 
pensions and social benefits were increased by 5.0 per cent 
in 1979 and a rise of 7.1 per cent has been planned for 
1980. At the end of 1979, pensions were paid to 3,739,000 
people. Old-age pensions average more than 1,160 crowns 
a month. Family allowances (90 crowns for one child, 
430 crowns for two children, 880 crowns for three, 1,280 
crowns for four plus another 240 crowns for every addi- 
tional child) were paid out to about two million families 
for the upkeep of four million children, apprentices and 
students. Altogether 10 billion crowns were paid out in 
family allowances in 1978. 

Starting in August 1979, all old-age, disability, widows’ 
and orphans’ pensions as well as early retirement pen- 
sions were raised by 30 crowns per month to compensate 
for price increases. The lowest pension categories which 
are also the recipients’ sole source of income were raised 
from 600 to 780 crowns per month for a single person and 
from 1,100 to 1,300 crowns per mon.h for a couple. The 
basic family allowance was increased by 50 crowns a 
month per child. In 1979, 39.8 billion crowns were spent 
on pensions. 

In the German Democratic Republic, pensions for 
3 million recipients were increased in December 1979. 
Old-age and disability pensions were raised by 40-60 
marks, bringing the minimum pension up to 270 marks. 
All old-age and disability pensions fixed prior to 1978 
which were bigger than the old minimum amounts, have 
been increased by up to 20 per cent, depending on the 
year in which the pension payments began. The increases 
were biggest for the pensions of the oldest citizens. 

Pension increases have been introduced for other 
groups, including victims of accidents and war. It has 
been reported that social welfare benefits have also been 
raised, but specific data were not released. The trade 
union social security system spent almost 22.4 billion 
marks in 1978, about 1.8 billion marks more than in 
1977; half of this sum was spent on pensions. 

In Hungary, considerable increases in total pension 
and social benefit payments were granted in 1979 (18 per 
cent) as well as in pensions (21.7 per cent). Following 
price increases in July 1979, pensioners and those entitled 
to annuities and other regular allowances are receiving 
180 forints per month in their own right, and a further 
180 forints per month in respect of dependents entitled 
to a married allowance. In cases of families with more 
than one child, the family allowance per child was to rise 
by 130 forints per month. University and college students 
were to receive 180 forints more per month. 

During the 1972-1977 period, the relative situation 
of pensioners has improved; while on a per capita basis 
they lagged 32 per cent behind the national average 
income in 1972, by 1977 this figure had dropped to 20 per 
cent. 

In Poland, high rates of growth in social benefits and 
pension payments continued in 1979 (17.0 and 18.6 per 
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cent). The average old-age pension and retirement benefit 
has increased from 1,144 zlotys a month in 1970 to 2,457 
zlotys in 1979. The lowest pension was increased from 
1 January 1980. The Pensions Act extended pension 
rights to 155,000 self-employed farmers, one-third of 
whom have handed over their private farms to the State 
and the remainder to their heirs. The scheme includes 
certain other benefits: over 200 million zlotys in 1979 
were paid in sickness allowances and 300 million as com- 
pensation to self-employed farmers who suffered tem- 
porary or permanent invalidity as a result of accidents at 
work. More than 40,000 peasants have received compen- 
sation for damage caused by floods to buildings, crops and 
meadows. According to the Ministry of Agriculture, the 
damage was estimated at 5 billion zlotys. 


Resolutions on the alimony fund, a rise in family 
benefits, the introduction of a 500 zloty benefit for families 
bringing up handicapped children and a 500 zloty grant 
per child for low-income families with seven or more 
children and the introduction of benefits for mothers on 
unpaid leave taking care of small children, were adopted 
by the Council for Family Affairs in March 1979. 

In Romania, starting 1 October 1979, over 4.5 million 
children received increased State benefits. This is the 
second 15 per cent increase in State child benefits in the 
current five-year period. It was stated that pensions from 
the State social insurance fund have been increased by 
11.5 per cent in 1979. An increase was also granted in 
pensions exceeding 2,500 lei monthly. 

Starting 1 January 1978, a shorter work-week pro- 
gramme was introduced, so that by the end of 1979 about 
80 per cent of the working personnel benefited from a 


reduced work-week of 46 hours. 


In the Soviet Union, social benefits and pensions were 
increased as planned in 1979 (by 2.3 and 3.5 per cent). 
A considerable rise in these rates of growth is expected 
in 1980. From 1 January 1980, with a view to further 
expanding the use of pensioners’ labour in the national 
economy, additional steps were taken towards the wider 
recruitment of pensioners for work particularly on a 
part-time basis, especially in the production sphere, and 
also at trade enterprises and other service enterprises 
and organizations.}2° 

A supplement to pensions for work after retirement 
has been set at 10 roubles per month for each year of 
work after retirement age is reached. The total supple- 
ment is not to exceed 40 roubles per month, and the total 
pension plus supplement is not to exceed 150 roubles 
per month. 

A list of categories of employees who are entitled to 
receive 50, 75 or 100 per cent of their designated old-age 
pensions while working, but no more than 300 roubles 
per month when combined with their earnings, and of 
certain employees who are entitled to their full pensions, 
regardless of their earnings, has been extended. 

In 1979, further improvements were introduced in the 
living conditions of war veterans. For several categories 
of medical doctors, additional paid annual leave was 
established for uninterrupted service. The norms of 
expenditures on pensions and invalid houses were in- 
creased. On 1 September 1979, charges for text-books 
were abolished in the second and third grades of general 
education schools. 


120 Jzyestia, 2 October 1979. 
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Non-taxable income continued to increase; in 1979, 
incomes of up to 70 roubles per month were untaxed as 
were also collective farmers’ incomes, pensions and child 
benefits. The maximum tax on monthly incomes of up 
to 100 roubles is 8.2 per cent; above that there is a uniform 
rate of 13 per cent. 

Social consumption funds cover about one-fifth to one- 
third of total incomes of the population. In most countries 
of the region, the biggest share of payments from these 
funds in 1978 was spent on pensions and benefits (38-58 
per cent), education and culture (20-25 per cent) and on 
medical services (14-25 рег cent)—see text table below. 
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Hungary, planned price increases were introduced in 
order to keep subsidies at a lower level, and increases in 
the range of 5.0 to 6.0 per cent were planned in Romania 
within the current five-year-plan framework. Substantial 
price increases—from which basic foodstuffs were exemp- 
ted—were registered in Poland (table 5.3). In Bulgaria, 
the German Democratic Republic and the Soviet Union, 
consumer price indexes remained either unchanged or 
increased by less than 1 per cent annually between 1976- 
1978. This situation changed in 1979, with increases in 
the prices of various consumer goods announced in all 
countries but the German Democratic Republic. 


The structure of social consumption funds in 1978 
(Total = 100) 


German 

Czecho- Democratic Soviet 

Bulgaria slovakia Republic Hungary Poland Union 

Pensions and benefits ............. 45.4 49.0 37.9 58.0 43.9 39.4 
Free medical service .............- 14.9 15:5 17-1 14.0 24.3 14.7 
Education and culture ............. 22.1 20.3 21.7 20.0 22.5 25.3 
House rent subsidies .............. aes 4.1 10.3 2.0 a4 5 
Other paymentsian ese: csc tes 17.6 11.1 13.0 6.0 2} 14.9 


Source: Statistical Yearbook of the CMEA, 1979, pp. 49-50. 


Private savings deposits increased considerably in 
monetary terms in practically all countries of the region 
in 1976-1978, and rose faster than the total money in- 
comes of the population (table 5.2 and text table). 


Annual percentage change 


1976 1977 1978 1979 
ВШХанана. у. ло: 7.9 4.9 3.5 тя 
Czechoslovakia............... 8.9 8.6 3.8 5.2 
German Democratic Republic . 6.5 7.3 6.9 a 
Нипрату ть око are нь 14.3 15.7 16.2 8.7 
Рота: cxacetsseystensconssey Soyo s 10.3 10.9 10.4 sae 
ЗОО 13.2 8.6 12.4 11.5 


Sources: Аз for table 5.1 and СМЕЛА Yearbook, 1979. 


In Hungary at the end of October 1979, the deposits of 
the population in the National Savings Bank totalled 
132 billion forints, compared with 120 billion at the same 
date in 1978. Total credit outstanding reached 91 billion 
forints by October 1979, and was used primarily for the 
purchase of flats built by the State, or privately with the 
assistance of banks, for building houses and for assisting 
farming. After the price rises in June 1979, there was a 
slight decrease in the sum deposited but the decline was 
subsequently reversed. 


(ii) Consumer prices and price policies 


The maintenance of price stability was a main objective 
of consumer price policy in most countries of the region. 
Increased costs for home products and higher prices of 
imported materials have had to be covered by subsidies. 
In some countries, notably Czechoslovakia and especially 


In Bulgaria, as a result of price increases in May and 
November, 1979, the consumer price index rose by around 
4 per cent compared with an aggregate rise during 1976- 
1978 of 2.1 per cent. The price of petrol was increased in 
May 1979. The new retail price system was introduced on 
12 November. The intention was to reduce budget sub- 
sidies by raising prices in line with the movement of 
production costs and also of world market prices. 

The main elements of the adjustment were as follows: 
retail prices of wheat flour were increased by 25 per cent 
and of bread by about 40 per cent; the price of milk rose 
by 38 per cent and the price of butter by 28 per cent; the 
price of meat increased on average by about 45 per cent, 
of which poultry by 20 per cent and pork by 41 per cent; 
the price of granulated sugar increased by 43 per cent and 
vegetable oil by 25 per cent; the retail prices of alcoholic 
drinks were increased by 45 per cent on average. The 
State budget will, however, cover in full increased expen- 
ditures on food in children’s establishments, hospitals, 
nursery schools, and also increases in expenditure on the 


upkeep of school and university students and office 
canteens. 


The retail prices of some building materials, such as 
bricks, tiles, building aggregates, timber, construction 
materials, etc., were increased by 40 per cent on average. 
The prices of electricity and liquid fuel for heating sold 
to the population were increased by 77 and 100 per cent 
respectively, but restrictions on their consumption were 
removed. The prices of tickets for cultural establishments, 
postal, telegraph and telephone services and for some 
other services were also га1зе4.121 


121 Rabotnichesko Delo, 12 November 1979. 
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TABLE 5.3 


Consumer price index 
(Preceding year = 100) 


—_—_—— 


Country and year Total Food Non-food Services 
ee et ed ee ee ee ee a ee 
Bulgaria® 

а А, 100.2 100.4 100.0 
о м 100.4 100.3 100.6 
О оон О ей, 101.5 101.3 101.7 
Е аа аа his ole 104.5 105.6 103.5 
Czechoslovakia 
UOT Geet Pa. Seine ets ch 100.8 101.3 101.0 100.2 
NOT Meee ee Ва kasi. 101.3 101.4 101.8 100.6 
бо ook t ne oe atoselee 101.6 101.9 101.6 100.4 
О eee Е. 103.0 std 
BlanglOsOh ed act Ч ИА 102.9 
German Democratic Republic 
И teens Chests: stot а 100.0 100.0 100.0 100.0 
A Teas Cet 160, a a Pe ee ae 99.8 100.0 99.7 100.0 
LOT San Nane atone Silene eros setters ose 100.0 100.0 99.9 100.0 
Hungary a 
и 105.0 105.7 105.0 102.4 
Milde, caren а, 103.9 105.6 102.7 103.2 
NOUR ere eaten СЕ 104.6 105.9 104.1 103.9 
И OM о tees tees 104.7-104.9 
оао ооо AEC MERI Ge 109.0 
Planet Сион ОИ wens it ев М 103.7 as 
Poland b 
Тб ak Seo chicas tinics Sct he 104.4 104.6 106.0 103.2 
DOT Tis ade tts eas este ease aes 104.9 107.4 104.7 104.8 
LOTS. р о Geveniatee lets 3 108.1 107.4 107.3 103.9 
Plant 0797 4.2m, seuapsvors вес 105.3 ® 
О о а 106.7 
Blan О. са. 105.0 5 
Romania Clothing Fuel a 
LD TG eer Е Shee her ich ses bate 65 100.7 100.6 100.0 109.0 102.6 
А ОА ASRS ОИ 100.5 100.9 100.5 100.4 101.0 
оо зем ее 101.5 100.9 100.4 100.6 102.4 
А р ое уе 102.5 
Plan-1976-1980) нь 101.0-101.2е 
Soviet Union 
а. ь: 100.0 100.0 100.0 
ее tare ана ear ese 100.3 100.0 101.0 
LOTR ес г О sore ets es 100.7 101.1 100.2 


Sources: As for table 5.1. 


а Retail price index. In the case of Bulgaria, data are for State retail price changes. 


b Excluding alcoholic beverages. 


© Derived from index of nominal money income and real income. 


а Rent. 
е Annual average. 


According to 1978 family budget data, the latest 
changes in retail prices affected about 52 per cent of total 
expenditure on goods and services; the increases have 
been offset by the simultaneous introduction of the new 
system of remuneration summarized earlier. 


In Czechoslovakia, the consumer price index increased 
by 3.7 per cent in the period 1976-1978 and by 3 per cent 
in 1979. For 1980, an increase of 2.9 per cent has been 
planned. At the end of July 1979, the retail prices of fuel 
and energy were increased by 50 per cent. The budget- 
financed difference between the cost of procuring fuels 
and energy and the price paid by the population was 


3 billion crowns. With the continuing increase of procure- 
ment costs, it is estimated that the subsidies will amount to 
over 7 billion crowns per annum after 1980. The price 
increase will meet only 4 billion crowns of the rise in 
procurement costs, and the loss in benefits was offset by 
increased family allowances. 

A preferential retail pricing system on children’s 
clothing was introduced in 1953. Prices were kept arti- 
ficially low in relation to the real production costs. In 
recent years the resulting subsidies amounted to an annual 
sum of 2.3 billion crowns, but domestic consumers bene- 
fited from the subsidy by only 1.6 billion crowns. The 
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system was abolished in 1979, and the resulting price rise 
compensated by an increase in children’s allowances of 
50 crowns per month, which totalled 2 billion crowns per 
annum. The difference of 1 billion crowns is destined to 
compensate for increased family expenditure on fuels and 
energy following the price increases announced in 1979. 
All pensions have been increased accordingly. New postal, 
telephone and telegraph tariffs were announced, which 
will eliminate budget grants (totalling 327 million crowns 
in 1978).122 

As a result of price rises, the consumption of petrol 
fell by 13 per cent between August and November 1979. 


In the German Democratic Republic, retail trade prices 
for basic consumer goods, rents for transport and service 
tariffs remained unchanged in 1979, and will continue 
unchanged in 1980. In 1979, State subsidies on consumer 
prices for food, industrial goods, transport fares and other 
services amounted to 15.5 billion marks—an increase of 
9.3 per cent over the previous year. It was reported that 
subsidies at the end of 1977 amounted to 26.9 per cent 
of the value of food products and 37 per cent in the case 
of transport fares. The share of the State consumer price 
subsidies in total retail trade turnover in 1976-1979 
exceeded 15 per сеп!.123 


Changes in the system of consumer price formation 
were announced in December 1979. Consumer goods will 
be classified into three price categories. In the first, con- 
sisting of essential basic goods, prices will remain stable. 
In the second, consisting of a number of standard quality 
goods accounting for the bulk of retail trade turnover, 
prices may be supported by subsidies, but to a much 
smaller extent. New, high quality industrial goods which 
constitute the third group will be sold, as a rule, at their 
full market value and at prices which will fully cover 
costs and normal profit. 


In Hungary, the consumer price index increased by 
14.1 per cent during the period 1976-1978 and by 9 per 
cent in 1979. In 1980, an increase of 3.7 per cent is expec- 
ted. The adjustment of consumer prices to producer 
prices was considered necessary to improve the country’s 
balance of payments, and to preserve budgetary equili- 
brium notably by preventing further increases in con- 
sumer price subsidies. On 23 July 1979, the Council of 
Ministers of Hungary approved the raising of consumer 
prices and service charges by about 9 per cent over 1978.124 
Two-thirds of the increase was due to rises in the price 
of food, which rose by 20 per cent, and fuels and electric 
power by 34 per cent. The retail price of footwear was 
increased by an average of 27 per cent, clothing by 4 per 
cent, furniture by 16 per cent, detergents by 19 per cent, 
motor cars by 20 per cent and construction materials by 
12 per cent. In industrial services, the charges for washing 
and dry cleaning were increased by 30 per cent, for shoe 
repairs by 45 per cent and for cultural services (theatre, 


122 Rudé Prdvo, 23 July 1979. 


123 
State subsidies 
(Billion marks) 


Plan 
1976 1977 1978 1979 1980 
Subsidies to ensure low stable consumer prices 


И oop nag conse ustoubUEaOOUaG 13.13.7442 eo 16:4. 
Subsidies to housing, including those for the 
maintenance of low rents ..............+ 4.6 54 60 66 7.1 


Sources: As for table 5.1. 
124 Népszabadsdg, 22 July 1979. 
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cinema etc.) by 30 per cent. The retail prices of gas and 
oil were also increased on 11 June 1979. 

On 1 November 1979, the price of food in second class 
restaurants was cut by an average of 10 per cent. The price 
of spirits and beer in these restaurants was raised to offset 
this. The consumer and State purchase price of gold 
artefacts was increased by 30 per cent from 26 November 
1979. Because of the changed producer prices, certain 
consumer prices were also changed in January 1980. Some 
suits and woollen goods became cheaper by 20 to 30 per 
cent. 

In spite of some price increases, the amount paid for 
subsidies has risen in 1978, the last year for which data are 
available. Revenue from sales tax amounted to 29 billion 
forints, but 41 billion forints was spent on subsidizing 
retail prices, 5 billion more than in the preceding year. 
Sales tax was highest on luxury items such as drink, 
tobacco and coffee, which brought in almost 65 per cent 
of total budget revenues. Sales tax on clothing brought 
in about 15 per cent. Some 36 per cent of total subsidies 
in 1978 was disbursed on basic foodstuffs such as meat, 
bread and milk; 28 per cent on transport and almost 
20 per cent on industrial products. The State subsidy on 
food prices amounted on average to 27 per cent of retail 
food prices. Its share of the price of butter was 85 per 
cent; beef—45 per cent; bread—40 per cent; milk—60 per 
cent; sugar—20 per cent. The subsidy on heating was 
200 per cent. 


In Poland the consumer price rise for the period 1976- 
1978 was 18.4 per cent and for 1979 about 6.7 per cent. 
A price increase of 5 per cent is expected for 1980. As a 
result of increases in the prices of oil purchased on foreign 
markets, the retail prices of petrol, engine oils and lubri- 
cating oils were increased by an average of 7.7 per cent 
in January, and by 15 per cent in July 1979. The prices 
of diesel oil, bottled gas produced from oil, as well as 
taxi fares, have also been increased. 


The freezing of basic foodstuff prices, accompanied by 
the increases in over-all costs and in the procurement 
prices paid to farmers by the State, has resulted in a 
growth of food subsidies. In 1979, these subsidies totalled 
more than one-quarter of all budgetary expenditures. In 
1980, price subsidies on food articles will amount to about 
150 billion zlotys, whereas subsidies on the price of non- 
food consumer goods and services, mainly transport, will 
reach about 30 billion zlotys.125 


All these subsidies have created strong pressure on the 
existing price system in Poland. One-third of all prices in 
the country are set by State price commissions, the rest 
being in the hands of manufacturers. A new law on prices 
will increase the controlling power of the commissions. 


In Romania, a consumer price increase of 2.7 per cent 
was reported for 1976-1978 and one of 2.5 per cent for 
1979. In the middle of March 1979, prices of certain 
products of the wood and pulp, light and chemical indus- 
tries were raised, as well as those of certain metal pro- 
ducts. At the same time, the retail prices of synthetic 
yarn knitwear, silk-type fabrics and of certain medicines 
were cut. The net effect of these changes raised the retail 
price index by 0.5 per cent over the previous level. In the 
middle of May, the retail prices of canned fruit and vege- 
tables, some kinds of canned fish and fish products, certain 


125 Trybuna Ludu, 21 December 1979. 
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Sugar products and medical herbs were increased by 
32.8 per cent on average. This increase raised the retail 
price index by 0.3 per cent in 1979, which is within the 
limit fixed for the current five-year-plan period. 


In the middle of June, the retail price of petrol was 
raised by 32 per cent. Starting on 1 August 1979, electric 
power tariffs for lighting and household use were increased 
as also were the tariffs for thermal power for district 
heating generated by thermo-power stations, and tariffs 
for natural gas for district heating. 


In the Soviet Union, the consumer price index rose by 
1 per cent over the 1976-1978 period. On 1 July 1979, the 
retail prices of goods made of precious metals, carpets, 
rugs, natural furs and fur articles were raised by an average 
of 50 per cent, those of private cars by an average of 18 per 
cent, those of imported furniture by an average of 30 per 
cent, and those of home-made furniture by an average 
of 10 per cent. Prices in restaurants and cafes have been 
raised by 25-45 per cent, depending on the category to 
which these enterprises belong. The price of beer sold by 
catering establishments has also been increased by an 
average of 45 per cent. Prices remain unchanged in the 
dining halls of enterprises, organizations and educational 
institutions. The current retail prices of beer in the retail 
trade network have not been changed. 


In connexion with the rise in the price of gold wedding 
rings, the subsidy that is paid upon registration of the 
marriage has been increased to 70 roubles per person for 
the first marriage. The increase in retail prices pertains 
to a very limited range of goods and does not affect basic 
foodstuffs or food items. The prices of meat and milk 
have not been raised in the last 17 years, and the prices of 
bread, cereals and sugar have remained unchanged during 
the past 25 уеагз.128 The same applies to outerwear, 
footwear, medicines and some other consumer goods. The 
price of electricity and gas has remained unchanged for 
many years. Rents have remained unchanged for more 
than 50 years. 


(iii) Consumer supplies and housing 


(a) Retail trade 


In 1979 the rise in annual retail sales in the countries 
of the region compared with 1978 ranged between 1.5 per 
cent in Poland to 5.8 per cent in Romania (table 5.4). In 
most countries the increases were somewhat lower than 
in 1978. The turnover of industrial consumer goods in 
1979 generally rose more rapidly than that of food 
products. 

In Bulgaria sales of cheese, butter, clothing, shoes and 
furniture in 1979 increased considerably in comparison 
with the previous year (by 5-10 per cent). Sales of meat 
and meat products, milk and vegetable oil rose moder- 
ately. Shortages in the supply of fish and fish products, 
sugar and building materials were, however, reported. 

In Czechoslovakia the share of food products in total 
retail trade was 46.5 per cent in 1979. The supply of milk 
products fell short. The supply of fuel was improved. 

In the German Democratic Republic, sales of industrial 
consumer goods rose faster than foodstuffs (by 3.7 as 


126 {4 has been reported that State subsidies on foodstuffs 
amounted to 25 billion roubles. 
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against 2.7 per cent). Compared with the first six months 
of 1978, the supply (in volume terms) of meat, sausage 
products and eggs rose by 2 per cent, fat cheese by 4 per 
cent, and baby food by 10 per cent during the first half 
of 1979. However, shortages of industrial consumer goods 
developed—in particular of furniture and some home 
electric appliances. 


TABLE 5.4 


Turnover of retail trade and services 
(Annual percentage change) 


Country and period Total Food Non-food _ Services 
Bulgaria a 
ее 7.3 EP 7.2 3.7 
ПО кк Ма 3.1 1.2 4.6 13.3 
ОВ ево on 3.6 3.1 4.0 —4.5 
Plan 1979. еее 4.1 es we 7.0 
ен: ревет 2.3 3.0 1.8 
Ра SSOmeme ns cercce 4.6 ее 
Plan 1976-1980 ..... 7.0 10.5 
Planel98 levee. crete 4.6 
Czechoslovakia 
Об Gate ci ted tate 2.0 2.2 1.8 
В 1.4 1.2 1.5 
Е ao oat oreo eee Shed Psi 4.9 
Ра. са. 3.0 и БЕ 
Пе 3.6 2.4* 5.0Ъ 
Plan 198 3.4 3.3 Ъ ut 
Plan 1976-1980 ..... 4.2-4.6 3.7-4.1 © 
German Democratic 
Republic 
а ies Sa: 4.6 3.5 5.8 
LOTT: east sarees sen etek 4.4 4.0 4.0 
а ев 3.4 3.4 3.4 
Plan’ 1979. о. 4.0 3.6 4.4 
о р ав 3.2 2 3.7 
Plan 198082 Sacer eee. 4.0 3.4 4.7 
Plan 1976-1980 ..... 40> 2.5-3.0Ъ 4.5-5.0> 
Hungary a 
NOT Oris. чье 1.4 8) —0.1 6.9 
Оо Ве 6.2 3.2 8.8 13.9 
CASES ne pes ane 3.9 2.1 6:5) 12.4 
Plan 1979 sence son 3.0-4.0 г А B15 
NGO ee. freee when ore 1.7 0.0 Does 10-11 
Рав. к ze 
Plan 1976-1980 ..... 4.8 3.9 5.5 
Poland е 
ICTS Se бое UP 8.0 4.5 13.7 
LOT etait нее 6.0 1.1 6.4 14.7 
еее 1.1 3.1 1.8 10.6 
Plane O79 easiest: 3.6% Ъ 4.6* dD 2.8* b 9.6 
JWR acute нора aceeiety 1.5* 2.2% 0.8* 7.9 
Plan 1980........... 0.2* b —*b 0.4* b 8.7 
Plan 1976-1980 ..... 10.0 6.2-6.5 11.2 
Romania 
UOT GAS От 9.4 3.5 8.3 6.1 
ба 6.9 4.0 9.9 4.7 
ая а 12.1 8.7 13.4 14.4 
ра... 8.3 ae Ae 19.7 
LOT OARS Are eee 5.8 ee Bi 4.6 
Plan Тоби 9.3 ie ee 11.6 
Plan 1976-1980 ..... 8.7 11.9 
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TABLE 5.4 (continued) 


rT 
Total Food Non-food 


i 


Country and period Services 


Soviet Union 


IMM eecseseeseoosen 4.6 3.9 5.6 8.0 
IW ово асов bo 4.5 Зы 5.3 6.5 
ПОЛ весовое 3.9 2.9 5.6 8.0 
Е IO, coooonaese 4.8 a0 56 77 
ПЕД Босососчосьевос 4.2 20 >: 7.6 
ТИ СЖ. с ообвоводо 5.1 7.3 
Plan 1976-1980 ..... 5.2 8.3 


Byelorussian SSR 


Обо... 9 4.4 2.9 5:3 9.2 
Ооо 5.8 5:7 6.3 5.1 
1978) она. м. 4.4 4.0 4.8 9.3 
Рай 1979 S| a а 7.0 
979. о а 5.9 sus ra 7.1 
Plan 1980 еее 5.3 6.8 
Plan 1976-1980 ..... 5.1 8.3 
Ukrainian SSR 
TOT ORM erie eee ets 4.2 3.9 4.2 7.9 
LOT Te и 4.6 2.9 6.7 7.8 
197 Sam ООС etic 3.7 2.8 4.5 7.9 
Рав 97 streets 4.7 ah stig 7.9 
LR ASS cerca ete re ae 3.7 hee ae 7.0 
Plan 1980........... 4.8 6.5 
Plan 1976-1980 ..... 4.9 8.1 


Sources: Аз for table 5.1. 


Note: Unless otherwise indicated, figures for turnover of retail trade are at 
constant prices, and data for services at current prices, 


а Industrial services only. 

> Supplies to retail trade. 

© Communal and co-operative sectors only. 

4 Value of services (excluding social services) provided to the population. 
е Excluding alcoholic beverages. 

: Prices of 1976. 


In Hungary drawings on savings together with some 
expansion of consumer credit apparently maintained the 
level of retail sales. Retail trade turnover rose by 11.6 per 
cent at current prices, and by 1.7 per cent in volume com- 
pared with 1978. Of the total, food and consumer goods 
accounted for 31.6 per cent, catering for 13.6 per cent 
and clothing for 13.5 per cent. 


Clothing supplies were satisfactory apart from occa- 
sional lack of choice, and supplies of shoes improved. 
Insufficient supplies of some home electrical appliances, 
colour TV sets and furniture were reported. The availa- 
bility of heating materials was adequate, and the demand 
for good quality coal and briquettes exceeded supply. 
Building materials, in particular cement, bricks and 
wood, were also in short supply. Imports, mostly from 
the CMEA countries, accounted for 18 to 20 per cent of 
retail trade turnover. 


In Poland supplies of many consumer durables rose 
markedly in 1979, but supplies of such goods as washing 
machines, television sets and cars decreased in the first 
half of the year. Some industries did not fulfil their plans 
for market production. As a result, some goods—espe- 
cially meat—were in short supply at a time when the 
purchasing power of the population increased. In order to 
improve the situation it was agreed to use the central 
reserve fund for new investments—principally in the 
food sector, processing enterprises such аз bakeries, 
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dairies, fruit and vegetable plants, soft drink factories, 
and for potato storage. 

Adjustment measures proposed during 1979-1980, will 
increase the role of small-scale industry in supplies to 
consumers. At the beginning of 1979, small-scale indus- 
tries and the marketed products and services accounted 
for almost 12 per cent of total industrial output. The 
agency system introduced in previous years had been 
adopted for more than 9,400 small shops by mid-1979. 
Some adjustments to the system were introduced by the 
Ministry of Internal Trade on 1 July 1979. The new 
scheme will cover 25 large State-owned trade enterprises 
throughout Poland. Managers of these shops assume full 
responsibility for employment of staff, wages and in part 
for prices. Wages will be paid from a fund financed by 
between 10 and 20 per cent of the store profits. Managers 
will exercise freedom with regard to suppliers—including 
foreign partners. Their obligation to the State consists of 
the payment of a contribution based on the average 
turnover of previous years. Net profit may be used for the 
trade enterprise at the manager’s discretion. 


In 1980 the supply of consumer goods is planned to 
increase by 5.2 per cent and of services by 8.7 per cent. 
It is anticipated that food supplies will increase by 4.9 
per cent and non-food items by 5.4 per cent. 


In Romania retail sales turnover rose by 5.8 per cent 
in 1979 and an accelerated rate of 9.3 per cent is envisaged 
for 1980. Sales of meat and meat products are to be 
increased by 8 and 14 per cent respectively in comparison 
with the same period of the previous year, and milk by 
20 and 8.6 per cent. 


In the Soviet Union, retail trade sales in State and co- 
operative trade exceeded 252 billion roubles in 1979 and 
increased by 4.2 per cent. In the Byelorussian SSR the 
rise was 5.9 per cent and in the Ukrainian SSR 3.7 per 
cent. The total volume of services to the population 
amounted to about 7.4 billion roubles in the Soviet Union 
(7.6 per cent more than in 1978). 


Annual targets for the production of a number of 
consumer goods in 1979 were not met in full, and the 
rate of increase in incomes exceeded the rate of growth 
of consumer-goods production. This generated certain 
difficulties on consumer markets.12” In 1978, the wage- 
fund increased by 17 per cent, collective farmers’ incomes 
by 20 per cent, and the social consumption funds by 17 per 
cent. Industrial production of consumer goods (Group B) 
increased by 13 per cent. Imports of consumer goods were 
not large enough to compensate for the relative lag in 
light industry output growth. State and co-operative 
sale of meat and meat products in 1978 was the same as 
in 1975—10 million tons—while the share of private 
auxiliary farming in total meat production decreased from 
40 per cent in 1965 to 30 per cent in 1978.128 Shortages 
were aggravated by deficiencies in the work of transport 
organizations and a lack of flexibility in satisfying con- 
sumer demand. 


In the cotton industry, output of consumer goods fell 
below the plan for 1979. There was a shortfall of almost 
84,000 tons of yarn, and over 300 million metres of cotton 
fabric. In order to improve the situation in the textile 
industry, 66 per cent of capital investments earmarked for 
this industry in 1979 were earmarked for technical mod- 


127 Prayda, 28 November 1979. 
128 Planovoe Khozyaistvo, No. 9, 1979, p. 91. 


Consumers’ incomes and supplies 


COMER ADE SUPPUCS se 


Share of collective farm markets in retail trade turnover in the USSR 
(Percentages) 


eS дд ф_д_оид_диыд_диыид_дои дд 


Total trade Food products ® 


At current 
market prices 


At State retail 
trade prices 


At State retail 
trade prices 


At current 
market prices 


Lb ME) idl ies Scene Nee. АИ 2.6 1.7 8.5 aye) 
ILE) Sian isin area: чо ИО 2.4 1.3 8.1 4.6 
м 2.6 1.3 8.8 4.8 
наи ба рьае 2.4 1.2 8.5 4.5 
ГОО ОЕ ие 2.5 1.2 8.8 4.4 


SS 


Sources: As for table 5.1. 


* Computed on the basis of the same sales structure as State and co-operative trade, 


ernization, reconstruction and enlargement of the existing 
textile enterprises. At the same time, textile enterprises 
face difficulties caused by equipment supplies and lack 
of some raw materials. 


Over the three years of the current five-year-plan period 
the output of consumer goods for cultural, domestic and 
household needs increased by 24 per cent, to a value of 
21.1 billion roubles in 1978. The plan for economic and 
social development of light industry in 1980 envisages 
an increase in the annual output of all types of fabrics by 
5.6 per cent, including that of cotton fabrics by 6.2 per 
cent, and leather footwear by almost 5 per cent. 

The consumer-goods industry’s production is scheduled 
to increase by 4.5 per cent, the same rate as in the group 
“A” industries. 

Much attention was given by industrial ministries to 
standardization. Thirty-four programmes for comprehen- 
sive standardization of many types of consumer goods 
have been elaborated and introduced. According to these 
programmes, at the beginning of 1979, more than 290 
Soviet and CMEA standards and 347 industrial branch 
standards and specifications have been authorized. At the 
same time it was mentioned that the potential for increas- 
ing the output of consumer goods at heavy-industrial 
enterprises has not been fully utilized. 

In November 1979 a decision “On the further devel- 
opment and improvement of the activities of consumer 
co-operatives” was adopted in the Soviet Union. During 
1976-1978 co-operative retail trade turnover per consumer 
had increased by 13.9 per cent in comparison with 7.6 per 
cent for State retail trade.1?° 

Private auxiliary farming also provided food products, 
largely fresh milk, eggs, vegetables and fruit. In 1976, 
supplies from this source accounted for 10 per cent of 
total marketed agricultural output. However, the unmar- 
keted portion of the milk produced by private farming 
has risen by 19.6 per cent, meat by 45 per cent, and eggs 
by 160 per cent in the 1970-1977 period. The unmarketed 
portion of potatoes declined 4.7 per cent, vegetables by 
16.4 per cent and wool by more than 80 per cent.1% The 
share of the collective farm market in the Soviet Union’s 
total retail sales was only around 2.5 per cent at current 


129 Ekonomicheskaya Gazeta, No. 17, 1979, р. 1. 
180 Ekonomika Selskogo Khozyaistva, No. 1, 1979, pp. 51-56. 


prices during the period 1970-1978. Its share in food sales 
was around 8.5 per cent. (See text table.) 


The problem of supplies of consumer goods has been 
considered of such importance within the region that two 
out of the five long-term target-oriented co-operation 
programmes adopted within the CMEA framework are 
related to this issue. The programme relating to agricul- 
ture and the food industry was adopted at the 32nd meet- 
ing of the CMEA (1978). The following joint measures 
were planned in the field of the food industry: improve- 
ment of technology and equipment for the processing of 
meat and meat products; perfected fresh-water fish- 
raising techniques on an industrial basis, including the 
breeding of new hybrids; the development and introduc- 
tion of new oil-seed processing technology; the improve- 
ment of equipment and technology for sugar production 
from sugarbeet, based on new chemical methods and the 
automation of sugar factories and refineries; the develop- 
ment of new technological processes and a high degree 
of mechanization for the storage and processing of fruit 
and vegetables. 


A long-term programme of co-operation in the manu- 
facture of consumer goods up to 1990 was approved by 
the 33rd Session of the CMEA (June 1979). 


(b) Housing construction 


In 1979 more dwellings were built in most countries of 
the region than in 1978 (table 5.5). Among east European 
countries only Czechoslovakia built less apartments than 
in 1978; with around 82 apartments per 10,000 inhabi- 
tants, it remained among the countries with the most 
intensive housing construction programme. 


In the German Democratic Republic, 5,500 more dwell- 
ings were constructed than in 1978 and a total of 45,400 
dwellings were modernized. With 70 new apartments per 
10,000 inhabitants, the German Democratic Republic has 
the least intensive construction of new apartments, but 
great attention is paid to the modernization and recon- 
struction of old apartments. In 1979 expenditures on 
housing construction and the maintenance of low rents 
increased by 10 per cent, amounting to 6.6 billion marks. 

In Hungary construction in 1979 was in line with the 
15-year national housing programme, which envisages the 
building of 1,200,000 flats by 1990 and the renovation 
of more than 300,000 others. In 1979 dwelling construc- 
tion stagnated. The plan for 1980 envisaged some slow- 
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TABLE 5.5 
New dwellings constructed 
ED 


Average size 


New dwellings (thousands) Units per of dwellings 
о 100,00 in square 
Country and period Total State Co-operative Individual* inhabitants metres 


ee 


>= — — 

Bulgaria 
Оба ое eres tues aeons 67.6 872 30.4 770 62.9 
и Песь 75.9 40.5 35.4 860 61.9 
о и tees Ma 67.8 34.0 33.8 770 60.2 
Plans 9/9 tesco ее 82.5 re Hs “aes ae 
Е setae 71.5 
Plan: 1980 ое ааа 79.5 
Р]ав 1976-1980 оз. рать 420.0 

Czechoslovakia 
бт Sr ee ое 13255 59.8 3351 39.6 888 46.5 
ое, 134.8 55.4 39.3 40.1 888 47.5 
О eee Е 129.3 512 40.2 37.9 854 48.5 
Plarel979 6 eA. Arete ears ole eee 130.0 we Ba * ss Не 
ев те 126.0 38.0 46.9 95 
Рав о мена 141.0 ate ых 
Plan’ t976-1980 ересь ore he 

German Democratic Republic ® 
Обр ор sol ei ote 103.1 54.6 37.4 11 615 60.8 
М ne cern Bs Sei scot shee oes 106.8 54.5 40.5 11.8 637 61.2 
о Meigs о к 111.9 56.9 43.1 11.9 668 61.7 
Рано а ое ие 114.4 ae a: 10.9 г AN 
1979 Merten ences cere cee 117.4 55 a 12.6 701* 
Plant L980 HALAS ee Ne ee 6 116.1 ai о 10.7 Е 
Plantl976=1980 Bees с, 550.0 247.5 247.6 55.0 

Hungary ИЕ 
обо а teeters но ее ок 93.9 32.4 61.5 888 64.6 
в еек ® 93.4 34.0 59.4 879 64.7 
VOT Si eter nn clots sete tere на ь 88.2 31 56.5 827 65.0 
Рад о ое 90.0 31.0 59.0 
ао оо оо ОИ, 88.3 34.2 54.1 
Plan-U980V ie db oo are Se Паа 1 82.0 ae at 
Planti976-19808 262 13: A 430.0-440.0 150.0-160.0 280.0 

Poland 
TOTO SIS ee ея 273.3 54.1 155.6 63.5 795 58.2 
1 OTIS Зо, Re OR к 275.9 49.6 152.7 73.6 795 61.0 
TOT SIRs Pn Ps toe ee eran 292.0 48.8 4 id 
Рав seen, Sete Sesh. В: 337.0-341.0 
(DRG tos ПВО dhe Е eee ee 320.0 
Ранее: 340.0-346.0 т aA sit 3 55 
Plangl9 76-1980 siete eras aur 1 575.0 a fe № on 63.8-64.5 

Romania Ч Seg 
о eee 139.4 67.4 72.0 650.2 72.8 
А Rott ee Oe 145.0 715.0 ae 67.0 670.0 74.0 
О a er Bene 166.0 94.0 72.0 756.0 75.0 
Plan 1979s. позови еовь 248.0 117.0 131.0 
SH A Es ee ee hy ИИ 191.1 on 
Plane 980 wr cy cancer esis eee 250.0 
Plant t976-1980 mercer cer cet 1 291.0 

Soviet Union 
О но Е 2113 1720 393 816 50.3 
р а 2111 1726 385 808 51.1 
п ee 2080 1703 377 796 SH Ls) 
Рае 8 21155 ¥ aye 818 * 
LOTSA. хо Ree eT 2 000 aus oe 82 51.3 
Plan 198024 УМ 2 120 те oy за 51.5 
Р!а п: 1976-1980 niacetia pecans 11 000* Е ae site asf 

ne a a el ld 


Sources: As for table 5.1. 
® Financed from State credit and self-financed by individual dwelling owners. 
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down in construction but the plan target will still amount 
to over 80 apartments per 10,000 inhabitants. 


_ Poland recorded the largest annual increase in construc- 

tion of new dwellings in 1979—28,000 apartments (10 per 
cent) more than in 1978. This continues the accelerated 
rate of housing construction started in 1978. The pro- 
gramme resulted in improved housing conditions for 
1,000,000 citizens in 1979—the highest intensity of 
dwelling construction in the region at almost 100 apart- 
ments per 10,000 inhabitants. 


In Romania, the aftermath of the earthquake of March 
1977 was eliminated. With the completion of more than 
191,000 newly built apartments in 1979, Romania recorded 
an increase of 25,000. This was a considerable increase 
in the intensity of housing construction, as the number 
of new apartments increased to 87 per 10,000 inhabitants 
compared with 76 in 1978 and 67 in 1977. In the 1980 
plan, special attention has been paid to the construction 
of one-room flats. 


In the Soviet Union apartment houses with a total floor 
space of 102.5 million square metres were turned over 
for tenancy in 1979. This was slightly below the average 
for 1976-1978 (106.8 million square metres). During the 
four years of the current five-year period, 423 million 
square metres in total were built, which improved housing 
conditions for about 42 million persons or 16 per cent 
of the total population. For 1980, the plan target is set 
at 109.4 million square metres. The total over the five- 
year period will hence amount to more than 530 million 
square metres. 


New experience in the construction of fully prefabri- 
cated blocks of flats was introduced in dwelling construc- 
tion. This has made it possible to cut expenses and also 
to improve the quality of flats and the architectural style 
of residential buildings. A resolution “On further develop- 
ing the factory production of wooden panel houses and 
wooden sets for houses from local materials for rural 
housing construction” was adopted in November 1979. 


In the Byelorussian SSR, 78,400 apartments were built 
with a floor space of 4.2 million square metres, the same 
as in the two preceding years. In the Ukrainian SSR, 
340,300 apartments were built with a floor space of 
18.2 million square metres. This was a slight slowdown as 
compared with 1978 and 1977. The average size of the 
apartments was around 53.5 square metres in both 
republics—slightly higher than in the Soviet Union as a 
whole (see text table). 


Housing construction in the Byelorussian SSR 
and the Ukrainian SSR 


(1976-1979) 


EEE 


Byelorussian SSR Ukrainian SSR 


Area 


Area 
(million square New dwellings (million square 


New dwellings 


(thousands) metres) (thousands) metres) 
ee 
19761..2% 76.2 4.0 356.4 18.4 
и Е.. 78.4 4.2 355.0 18.7 
1978 .... 78.7 4.2 344.6 18.4 
1979 x8 78.4 4.2 340.3 18.2 


———————————————————— 


Sources: As for table 5.1. 


(iv) Consumption 


In 1978, the last year for which complete data are 
available, changes in aggregate public and private con- 
sumption varied between 1.7 per cent in Poland and 
5.2 per cent in Bulgaria. The Soviet Union recorded a 
5.1 per cent increase. Annual changes in consumption 
show more stable rates compared with those of net capital 
formation, due to the policies to restrict the growth of 
investment. Data relating to 1979 were available only for 
Bulgaria and Hungary, where increases of 6.6 and 2 per 
cent respectively were reported. In all other countries, 
the slowdown in consumption has probably resulted from 
the deceleration in over-all economic expansion. 


The share of consumption in distributed NMP slightly 
increased during the last years, with the exception of 
Hungary in 1978 (see table 5.6). The biggest changes took 
place in Bulgaria and Poland in 1977. In the case of 
Czechoslovakia and the German Democratic Republic, 
the changes were more modest during the period under 
review. In Hungary, a declining share of consumption, 
associated with accelerated investment activity charac- 
terized the period up to 1978, but this trend was reversed 
in 1979. The share of consumption in Poland rose consid- 
erably—as in Hungary—in 1979—reflecting the combined 
effect of an unusually slow rate of growth in distributed 
NMP and a decline in net capital formation. Estimates 
for Hungary suggest a 25 per cent fall in net capital forma- 
tion in 1979. A decline of 14 per cent was reported for 
Poland as well. In the Soviet Union, the share of con- 
sumption also increased. 


Personal consumption in 1979 rose by 5.4 per cent in 
Bulgaria, rather higher than for total consumption. A 
similar tendency was apparent in Czechoslovakia in 1978. 
In all other countries, personal consumption has grown 
more slowly than social consumption in recent years. In 
1978, the German Democratic Republic maintained a 
0.4 percentage point difference in favour of public con- 
sumption. In Poland the difference was even bigger, 
personal consumption having grown by only 1 per cent 
in that year. In Hungary, the growth rate of personal 
consumption during the last four years as a whole lagged 
behind that of social consumption. Data for 1979 reported 
for Czechoslovakia indicate a 0.5 per cent increase in 
personal consumption, and somewhat higher growth— 
3 per cent—in Poland and Hungary. 


An increasing share of personal consumption relative 
to all allocations for domestic use was common to all 
countries except Hungary up to 1978; however, this 
trend was most probably reversed in 1979 (table 5.6). The 
corresponding share of personal consumption rose from 
46.4 per cent in 1976 to 53.2 per cent in 1978 in Bulgaria, 
and from 54.7 per cent to 55.8 per cent in Czechoslovakia. 
The German Democratic Republic had the highest share 
of personal consumption during this period—67.1 per 
cent in 1978. Of the five other countries of eastern Europe, 
Hungary is the only one where the share of this item 
declined—though it stood at almost 60 per cent in 1979; 
in Poland, its share rose from 55.2 per cent in 1976 to 
57.4 per cent in 1978. 

Some light can be thrown on changes in the pattern of 
personal consumption by use of data on family expendi- 
tures (table 5.7). To avoid problems of comparability, 
only five major groups of expenditures were used, though 
these represent some 70 per cent of total family expendi- 
ture in most cases. Some loss of comparability results 
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TABLE 5.6 


Allocations for domestic use 
(Percentage of distributed NMP) 


EEE 


Net capital formation 


Net fixed 
Cm capital Changes in 
Country and period Total Personal Social Total formation stocks 


Bulgaria 
1976 snare пои неона aus 71.0 46.4 24.6 29.0 19.7 9.3 
о В 75.3 49.2 26.1 24.7 18.6 7.8 
Cr Se ea eo aes 76.1 53.2 22.9 23.9 19.2 4.7 
Plan OT O еее 74.0 26.0 ate 
и 75.0 25.0 
Рад 1980. Е. BP: 63.0-74.0 26.0-27.0 
Plan 1976-1980 ......... 74.0 26.0 
Czechoslovakia 
DT OI ret ОЕ 74.3 54.7 19.8 25-1 20.3 Sel 
LOTTE ООО О 75.8 55.3 20.5 24.2 21.8 2.4 
аа: 76.3 55.8 20.6 23.7 21.4 25 
German Democratic Republic 
Об dee see eee 77.1 66.2 10.9 22.9 19.5 3.4 
ое Зее 77.1 66.0 11.1 22.9 19.4 3:5 
о а 78.4 67.1 11.3 21.6 19.2 2.4 
Нипгагу 
197 блох ВЕ. 74.2 64.4 9.8 25.8 20.0 5.8 
Оль сова 73.0 63.4 9.6 27.0 18.2 8.8 
1978, еее 69.7 59.8 9.9 30.3 18.9 11.4 
2101979 у. 71.0 * 29.0 * ah i¢ 
аа 74.0 * 26.0 * 
Рае 74.5 * ABYSS) + 
Plan 1976-1980 ........ 73.0-75.0 25.0-27.0 
Poland 
бт. 65.9 55.2 10.7 34.1 26.8 7.3 
вер PS 68.5 57.3 11.2 31:5 2712 4.3 
IS78 HS ЗЕ 69.2 57.4 11.8 30.8 26.1 4.7 
Plan, 1979.ceei. . averse 70.9 29.1 21.0 8.1 
1979 оон се 74.3 25.7 a ats 
Р]ап 1980-е 76.5 23.5 17.0-18.0 са. 6.0 
Soviet Union 
LOT Gash ке 73.0 27.0 
и оО 73.6 26.4 
19.78: ее 73.7 26.3 
Plan 1976-1980 ........ 75.4 24.6 


Sources: As for table 1.1. 


from differences in national price levels, and in statistical 
coverage. Nevertheless, it is believed that the data ade- 
quately reflect over-all trends over time. 


The table shows that. in most countries the share of 
expenditure on food in relation to total family expendi- 
tures either stabilized or declined. Food consumption 
amounts on average to 30-40 per cent of the total. During 
1970-1978, food expenditures were relatively low in the 
German Democratic Republic and relatively high in 
Poland. Differences in the consumption of food when the 
1970 national family budgets are compared were substan- 
tially wider than in 1978. Countries where spending on 
food was relatively high in 1970 (for instance, Poland, 
and to a lesser extent, Hungary and the Soviet Union) 
spent considerably less in relative terms in 1978, and 
indeed approximated to the average for the whole region. 
Unweighted average expenditure on food declined from 


35 per cent to 32 per cent of the total during 1970-1978. 
National expenditures on textiles, clothing and footwear 
varied within narrow limits: in most cases the initial 
(1970) share was maintained over the period. Only in the 
case of Hungary and Poland have significant changes 
taken place. 


While the share of food and textiles, clothing and 
footwear together remained generally on the same level, 
expenditure patterns by category of family (workers, 
peasants, non-manual workers) differed a great deal 
within countries. Variations in food expenditures by 
category of family were wider in Hungary and Poland 
than in the German Democratic Republic in 1970, and 
this pattern of inter-country variation persisted up to 
1978. In two of the six countries (Poland and the Soviet 
Union) workers’ families spent more on food than 
peasant families in 1970. In the three countries for which 
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data were published, non-manual employees’ families 
spent the smallest share of family income on food. This 
confirms other empirical findings, and can be viewed as a 
consequence of higher levels of urbanization rather than 
of a more differentiated scale of consumer preferences. 


The maintenance of dwellings represented a more or 
less stable share of family budgets with the partial excep- 
tions of Hungary and Poland. In Hungary, non-manual 
employees’ families spent 2 percentage points more on 
dwellings in 1978 compared with 1970; there was a small 
decline in the case of agricultural employees. 


Savings are normally not included in families’ net 
budgets. But even in the shorter run, savings serve as a 
source of expenditure. From that point of view, the 
growth of savings does not show the real extent of 
postponed demand or of the unsatisfied expectations of 
buyers, since to some extent savings act as a reserve fund 
against current credit or other personal obligations. 
However, the trend growth of savings indicated by family 
budget data generally coincides with that of savings of the 
population as a whole. 


Savings account for the biggest share of workers’ 
family budgets in Bulgaria—some 12 per cent on average 
during 1970-1978. The corresponding share in the Soviet 
Union was by far the lowest (data relate to 1970). In 1978 
the share of savings in workers’ family budgets in Bulgaria 
and Czechoslovakia was about 3 points higher than in 
the German Democratic Republic or in Hungary. 


The growth of savings can, to a certain extent, be 
explained by rising prices—notably in Hungary and 
Poland—particularly when they are accompanied by 
matching rises in incomes. Another factor may be dis- 
equilibrium between the money supply and the availability 
of consumer goods and services, which becomes more 
evident in times of rising consumer prices. There are no 
major differences in the savings patterns of non-manual 
employees as compared with the other two social groups. 
In Bulgaria, differences in the share of savings as between 
social groups diminished between 1970 and 1978, and 
with more minor exceptions, this is true for Czechoslo- 
vakia as well. 


Social consumption has generally grown more rapidly 
than personal consumption in recent years. Social con- 
sumption accounts for more than one-fifth of NMP in the 
case of Bulgaria (see table 5.6). In Czechoslovakia, its 
share reached one-fifth in 1978, whiie in the other coun- 
tries the share of social consumption—at one-tenth of 
NMP—is substantially smaller. The share of the social 
consumption fund is, of course, affected by differences 
in national social security and education systems. 


The structure of the social consumption fund (table 5.8) 
remained almost unchanged during 1975-1978. Differ- 
ences between countries are mainly determined by tradi- 
tional allocation patterns, and also by differences due to 
variations in the coverage of national statistics. The share 
of pensions and social benefits is, moreover, affected by 
differences in the age structure of the population, by minor 
differences in the level of employment, and by employment 
patterns by sex. The share of pensions and social benefits 
is highest in the case of Hungary, where they accounted 
for 56-57 per cent of the total during 1975-1978. It is 
lowest in the German Democratic Republic and the 
Soviet Union. However these differences were counter- 
balanced by the higher share of social consumption in 
total consumption in the case of the German Democratic 
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TABLE 5.8 


The structure of the social consumption fund 
(Percentages) 


——щ—ы—ы—ы—ы=—ы—ы=—— 


Pensions and Education and 


social benefits culture * Health Other” 


Country and period 
п Вай ee ee eee 


Bulgaria 
TOTS оне 44.1 22.6 14.4 18.9 
М В 44.0 22.6 14.8 18.6 
| gf PE оао 44.7 232 14.5 17.6 
аа cicrsatuareee rte 44.4 23.1 14.9 17.6 
Czechoslovakia 
но мен 48.3 20.9 15.21 515.6 
1976 ео ме 48.8 20.0 150 16.2 
1977 за. 48.5 20.4 15.3 15.8 
НН аа 48.6 20.7 15.59 15.2 
German Democratic 
Republic 
195. 38.7 24.7 15.8 20.8 
Е 37.3 24.5 16.1 FAS) 
а 37.9 22.6 16.7 22.8 
UOT Sain ne as ея 36.9 224) 121 23.3 
Hungary 
DOT Sk. Prue ЕН ae 56.0 21.3 14.6 8.1 
Обь 57.4 20.7 13.9 8.0 
о Е 57.4 20.6 14.0 8.0 
1978. о оао я 57.0 21.0 14.0 8.0 
Poland 
Е ПЗ бор 39.8 27.0 26.9 6.3 
об. 39.8 25.9 26.1 62 
1977 с. и 41.2 24.5 Dae, 9.1 
1978 о 42.9 235 24.3 9.3 
Soviet Union 
NOT SRA so tos a eee 37.3 27.9 14.3 15.6 
о а 37.5 PERS) 14.4 16.2 
ааа ос 37.2. 27.4 14:5% 15:8 
Е О een 37.1 27.6 14.7 15.2 


Source: СМЕА Yearbook, 1979. 
® Including student grants. 
> Including expenditure for maintaining the housing stock. 


Republic, and also in Bulgaria. The share spent on educa- 
tion and culture was highest in the Soviet Union and 
Poland (27-28 per cent and 25-26 per cent respectively 
on average during the last four years). The health budget 
varied from one country to another, ranging from 15-25 
per cent in 1978. 


Social consumption is financed mainly through the 
State central budget. There are also expenditures which 


State budgetary expenditure on social consumption 
(Percentage of distributed net material product) 
(NMP distributed = 100, at current prices) 
—S ss 
Bulgaria Czechoslovakia Hungary Poland Soviet Union 


1976.1. 20.4 28.8 19.4 7.4 21.1 
Эл лин 21.2 29.9 17.9 7.4 21.1 
Та. Peleg) 29.8 17.5 ed 21.4 


ee 


Sources: As for table 5.1. 
Note: For coverage of social consumption, see Pprevicus text table. 
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are traditionally covered—wholly or in part—by trade 
unions and enterprises (for instance expenditure on recrea- 
tion, kindergartens, maintenance of canteens, etc.). Social 
consumption financed by the State budget can also be 
affected by the trend of over-all economic development. 
The share of the social consumption fund in total budget- 
ary expenditures has remained fairly constant throughout 
the region in recent years. 

This indicates that such expenditure increased dynami- 
cally in absolute terms relative to NMP in nearly every 


country; as shown in the text table above, the growth of 
centralized budget grants exceeded that of distributed 
national income during the period between 1976 and 1978 
in all countries for which data are available, except 
Hungary. For three countries the share of the social 
consumption fund in NMP is currently around 20 per 
cent; in Czechoslovakia, it attained almost 30 per cent. 
By contrast the 7.5 per cent share in Poland appears 
rather low, an outcome which is largely due, however, 
to differences in statistical coverage. 


6. FOREIGN TRADE IN EASTERN EUROPE AND THE SOVIET UNION 


(i) General features 


In value terms, the trade of eastern Europe and the 
Soviet Union (eastern countries in the text that follows) 
continued to increase rapidly in 1979 (table 6.1). However, 
during the recent past annual growth rates have been 
unstable especially in respect of exports; the latter in- 
creased by slightly more than 15 per cent in 1977, by 
roughly half that rate (7.9 per cent) in 1978, but in 1979 
they again expanded at almost the same rate as reported 
for 1977. Fluctuations in import growth rates were much 
less pronounced and their timing was different; imports 
expanded by slightly more than 8 per cent in 1977, by 
nearly 11 per cent in 1978 but by a somewhat slower rate 
of some 9 per cent in 1979. 

Thus, eastern exports increased at a much faster rate 
than eastern imports in both 1977 and 1979, while in 
1978 the opposite was the case. These shifts in relative 
export-import growth rates strongly affected the trade 
balances of eastern countries, deficits being reported for 
all countries during the whole period prior to 1979. The 
size of these deficits fluctuated a great deal; the total for 
all eastern countries combined exceeded $9 billion in 
1975 but declined gradually to some $2 billion in 1977. 
It rose again to nearly $5 billion in 1978 but turned into 
a small surplus in 1979. A substantial proportion of these 
fluctuations was attributable to the revaluation, in terms 
of dollars, of the national currency units in which foreign 
trade is valued. Another major source of fluctuation in 
these balances was domestic economic policy changes 
which provoked shifts in Soviet surpluses vis-a-vis devel- 
oping countries and socialist countries outside eastern 
Europe, and shifts in the eastern countries’ deficits on 
east-west trade. 


The biggest variations in the annual growth rates of 
trade were reported in Hungary, Romania and the Soviet 
Union. In the first two countries this very strongly 
reflected the development of domestic economic activity, 
whereas for the Soviet Union it resulted from fluctuations 
in export and import prices. Hungary regulated its 
commercial policies in relation to the size of its trade defi- 
cits; in 1977, both exports and imports grew rapidly and 
the deficit was small (some $0.7 billion). In 1978, however, 
exports almost stagnated while imports rose quickly, 
giving rise to a more than twofold increase in the deficit 
(to nearly $1.7 billion). This signalled rapid export expan- 
sion in 1979, and also cuts in imports, following which 
the deficit fell to a very low level ($600 million). Romania 
has followed expansionary policies in recent years, but 
imports were stimulated much more strongly than exports. 
Favourable trade balances in the earlier years of the period 
reviewed (slight surpluses were reported in both 1976 and 
1977) subsequently permitted Romania to borrow abroad 
on a considerable scale in order to finance the modern- 
ization of domestic industries. Romanian exports and 
imports both expanded fast and at similar rates in 1977 
(by some 15 per cent). In 1978, the export growth rate 
fell back while that of imports accelerated (the actual 


increases amounted to 6 and 17 per cent respectively). In 
1979, both import and export growth rates accelerated 
fast but the former again outstripped the latter (20 as 
against 18 per cent, respectively). Romania reported a 
deficit of nearly $800 million in 1978 which increased to 
$1.1 billion in 1979. In the Soviet Union, export growth 
rates slackened sharply between 1977 and 1978 (from 
some 19 to 7 per cent) and that of imports increased 
considerably (from some 5 to 15 per cent), but the pattern 
was reversed in 1979 when exports grew by some 16 per 
cent and imports by approximately 9 per cent. The Soviet 
export surplus declined from some $4.2 billion in 1977 
to some $1.6 billion in 1978, but rose to more than 
$5 billion in 1979. 


In Bulgaria, Czechoslovakia and the German Demo- 
cratic Republic a somewhat better balance between export 
and import growth rates was maintained than in the 
above three countries. In Bulgaria and Czechoslovakia, 
exports and imports grew quickly and at similar rates 
between 1977 and 1979; changes in trade balances were 
marginal, and the underlying deficits held at modest levels. 
In the German Democratic Republic, the export growth 
rate speeded up considerably between 1977 and 1978 (from 
some 6 to 10 per cent), while import growth slackened 
(from some 9 to 2 per cent) and the trade deficit fell 
sharply (from some $2.3 to $1.4 billion). This deficit was 
considered tolerable and was roughly maintained in 1979, 
when both exports and imports were allowed to increase 
rapidly and at accelerated rates (13 and 11 per cent respec- 
tively). 

The primary objective of Polish policies during the 
recent past has been to reduce the country’s deficit on 
foreign trade. Indeed high growth rates of exports were 
maintained over the whole period 1976-1979 (10 and 12 
per cent annually) while imports expanded at roughly 
half these rates (by 5-6 per cent). The Polish deficit 
consequently declined progressively from some $2.9 
billion in 1976 to $1.1 billion in 1979. 


A great deal of the eastern countries’ growth in foreign 
trade was due to variable but persistent price increases. 
Since information on price movements in 1979 is still 
scarce, the following comments are based on estimates 
covering only the first nine months of the year. During 
the recent past, the prices at which the trade of the eastern 
countries as a whole was conducted moved only moder- 
ately. They increased by some 5 per cent in 1977 for both 
exports and imports, decelerated to less than half that 
rate in 1978 but accelerated somewhat in 1979 (to approxi- 
mately 3.3 per cent for exports and 5.2 per cent for im- 
ports). This implied only marginal changes in the terms 
of trade, which moved in favour of the eastern countries 
(mainly benefiting the Soviet Union) in 1977 and 1978, 
but against them in 1979. 


Growth rates in the volume of the eastern countries’ 
trade were considerably below those reported for values 
(table 6.2). During the recent past growth rates have 
varied between relatively low and relatively high. Fluc- 


216 


Foreign trade in eastern Europe and the Soviet Union 217 
МЙМм—>— мм 


TABLE 6.1 
Trade of individual east European countries and the Soviet Union 
-_—_—_——— snes А 


Annual percentage change 
А &. 


Exports 


Plan 
Country 1977 1978 1979 1980 


Imports 
7 Trade balance in million US dollars 
lan Se eee. ee eee 
1977 1978 1979 1980 1977 1978 1979 


a a ee SE 


Bulgaria .......... 15.8 10.7 12.4 7.5 & 11.5 11.5 0.6 7.5 ® —41 —106 —100* 
Czechoslovakia..... We 9.4 10.3 7.8* 12.9 tht 11.0 6.6* —832 —731 —900 
German Democratic 
Republic ........ 5.8 10.3 13.0 12.08 8.6 1.7 11.0 12.0% —2307 —1375 —1 200 
Hungary .......... 16.5 0.9 13.0 7.7* 16.2 12.6 —3.0 2.1* —708 —1 693 —600 
Polands <3. sa 11.3 9.8 12.2 10.9 5.4 4.9 6.3 8.0 —2352 —1 866 —1 100 
Romanian ais.) oe 14.4 5.6 18.0 14.8 & 15.1 16.5 20.1 14.8 = 3 —756 —1 100 
Soviet Union ...... 18.6 7.3 16.0» 4.74 4.7 14.8 9.0» 4.78 4 239 1 569 5 200 
а 15.1 7.9 14.4* 7.5 8* 10.8 9.1* 7.5 8* —1998 —4958 200 


—ы—„ЭЗ—ыа—АААА а ——«=/ 


Source: National statistics. 


Note; The absolute figures in dollars are obtained by applying the official 
exchange rate used for statistical purposes, as quoted by the UN Monthly 
Bulletin of Statistics and the national sources. Percentage changes are derived 


tuations in growth rates were less pronounced in respect 
of exports than of imports indicating that the thrust of 
policies to redress trade balances was concentrated on 
imports. The export volume growth rate amounted to 
slightly more that 9 per cent in 1977; it slowed down a 
great deal in 1978 (5.3 per cent) but accelerated during 
January-September 1979 to rates above those reported for 
1977. In contrast, import volume growth rates, which 
were modest in 1977 (3.4 per cent) accelerated sharply 
in 1978 (to 9 per cent) but fell back equally sharply during 
January-September 1979 (to some 3.6 per cent). 

Policies affecting trade balances fell unevenly on the 
expansion of eastern countries’ trade with different 
regions. The major problem was the deficits on the 
eastern countries’ trade with the western industrial market 
economies. Changes in these deficits were linked with 
ups and downs in growth rates both of eastern countries’ 
exports to and—to an even greater extent—of eastern 
imports from this region. Sharp fluctuations were also 
reported in the volume of eastern countries’ trade with 
the developing countries. The growth of intra-CMEA 
trade varied slightly but remained the most dynamic 
geographical flow. 

Information on eastern countries’ trade by major 
commodity groups is even scarcer for 1979 than trade 
by regions. Available information is summarized in 
table 6.3. The picture is rather mixed and is blurred by 
uneven variations between the prices of individual product 
groups. Policy adjustments carried out in Poland and 
Hungary in 1979 affected imports of machinery and 
consumer goods in particular; these products were 
important components in export promotion. 

Prospects for the growth of the eastern countries’ trade 
in 1980 are uncertain. Judging by current plans, the 
expansion of trade will slow down considerably—from 
some 12 per cent in 1979 to maybe 7.5 per cent in 1980. 
Undoubtedly, this slowdown will mainly affect the volume 
growth of eastern exports rather than imports. This con- 
clusion is based primarily on differences between export 
and import growth rates in 1979. The successful imple- 
mentation of policies to adjust trade balances in 1979 will 


from national sources and are based on data in national foreign trade accounting 
units, 


® Turnover. 
> Nine months. 


permit further borrowing in 1980, and credits in western 
markets are available. Moreover, a part of the improve- 
ment in trade balances in 1979 was due to stock deple- 
tions in eastern countries; these will need to be replenished 
in 1980, partly from imports. 


Trade prospects for the eastern countries in 1980 are 
particularly uncertain when trade flows with individual 
geographical areas are taken into account. This is parti- 
cularly so with regard to east-west trade. The political 
climate for the development of this trade is at present 
unfavourable. In addition, economic conditions in the 
western industrialized countries, do not indicate buoyant 
import demand, and the over-all economic climate could 
deteriorate further. This will undoubtedly have conse- 
quences for eastern exports. Although the deficit of 
eastern countries in their trade with industrial market 
economies fell considerably in 1979, further reductions 
are targeted in most cases for 1980. This will clearly 
affect the willingness of eastern countries to borrow in 
western capital markets and will ultimately reduce their 
capacity to import. Intra~CMEA trade may not completely 
absorb this shortfall in east-west trade, in part because of 
the expected slowdown in the growth of output and 
demand in the eastern countries. 


(ii) Trade among the European CMEA countries 


Since 1976, the volume of intra-CMEA trade has 
continued to increase fast and at fairly uniform rates 
(some 9 per cent per year). Since intra~-CMEA trade prices 
are adjusted at the beginning of every year in relation to 
movements in average prices on the world market in the 
preceding five years, any price rise on the world market 
exerts upward pressure on intra~-CMEA trade prices also. 
However, this system of price formation in intra-CMEA 
trade obviously results in differences in CMEA and world 
trade price changes in a given year; in some years, price 
changes in intra-CMEA trade were larger than changes 
in world prices, in others smaller. In the final result, 
following an 18 per cent rise in 1975 intended to take 
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account of large price upheavals in world markets, the 
prices of intra~-CMEA trade have since increased rela- 
tively moderately and at diminishing rates. The major 
element in these price adjustments was changes in the 
price of oil exported by the Soviet Union to the other 
CMEA member countries. According to estimates based 
on the formula retained for calculating price adjustments 
in intra~-CMEA trade, the price of oil traded among 
CMEA countries gradually rose, between 1974 and 1978, 
from 30 per cent to 84 per cent of the current price paid 
for oil imported by the industrial market economies from 
OPEC countries. (However, this ratio may have declined 
to some 72 per cent in 1979.) Due to variations in price 
changes the value of intra-CMEA trade expanded un- 
evenly in recent years but growth gradually decelerated 
from some 15 per cent in 1977 to 10 per cent during 
January-September 1979. 


Intra-CMEA trade is dominated by Soviet exports to 
and imports from other partner countries. The position 


of the partner countries is strongly affected by the relative 
rates at which Soviet exports and imports grow; and by 
the balances in their trade with the Soviet Union. This 
position can change substantially from one year to 
another; the expansion of Soviet export values slackened 
from some 17 per cent in 1977 to 11 per cent in 1978 and 
fell further to 9.4 per cent during January-September 
1979. The growth of Soviet import values accelerated 
from some 13 per cent in 1977 to more than 21 per cent 
in 1978 but then slowed down to 12.4 per cent during 
January-September 1979. 

Balances on the Soviet Union’s trade with other CMEA 
countries underwent substantial changes: the Soviet 
surplus reached $2.5 billion in 1977, declined to $0.7 
billion in 1978 but rose again to $2.2 billion in 1979 
(9 months adjusted on an annual basis). It should be 
noted however that the balances in dollar values were 
affected by the continued revaluation of the rouble 
against the dollar. 


TABLE 6.2 


Growth in the trade of the east European countries and the Soviet Union by major regions 
(Percentage change over the same period of the previous year and surpluses in billion US dollars) 


1977 
Total trade 
Уатта. 15.1 
PLiCeS-e, а еее 5.5 
А оно так 9.1 
Terms of, trade. че ис, 0.9 
огра other. Dalat cgvataceheeatan — 
of which: 
Intra-CMEA trade (Europe) 
а ее ое 14.9 
Prices Fo а Е И 5.4 
Volumes яя. ea ves Е 9.0 
Trade with industrial 
market economies 
Value (eastern sources) ......... 10.0 
Value (western sources) ......... 10.7 
Prices (western sources) ......... 12 
Уотерс ons yee 3.2 
Termsiofitrademecasen- hee es —0.8 
Surplus (eastern sources) ........ — 
Trade with developing countries 
Мачеха, рено 30.8 
Prices wath Ее еее пены 12.1 
Моатез писма НЕ. 1 16.7 
Пегобзойа ее зе ре, 0.5 
Зорана оне theta econ: 3.5 


Exports Imports 
1979 1979 
estimate estimate 
1978 (9 months) 1977 1978 (9 months) 
7.9 13.8 8.1 10.8 9.0 
2:5 333 4.6 1.6 5.2 
5.3 10.2 3.4 9.0 S20 
0.9 —1.8 — — — 
— 0.2 2.0 5.0 — 
11.7 10.0 
3.0 1.0 
8.5 8.9 
5-2 23.0 1.3 8.5 10.2 
14.0 30.0 0.7 18.0 17.0 
10.4 16.4 8.1 9.8 15.0 
3.3 11.7 —6.8 sled) 1.8 
0.6 1.2 — — == 
— — 6.7 8.8 3.8 
6.5 12.0 20.2 2.6 0.0 
12.1 Bist! 11.6 0.6 9.0 
—5.0 6.0 Tee 2.0 —9.0 
11.4 —3.0 — а = 
4.4 2.8 es ны =e 


rr ААС /— ЗА 


Sources: Eastern sources as for table 6.1, western sources as explained in table 6.6. 
Note: Calculations are made in the following way: (a) total trade: value and volume indices are taken from 


national statistics of east European countries and the Soviet Union. They have been weighted on the basi indivi 

countries’ shares in the total trade of the region expressed in roubles; prices have tase, derived аа 
and volume indices; (6) intra-CMEA trade: value indices are taken from national statistics; prices are calculated 
on the basis of Soviet and Hungarian data which for certain years were slightly adjusted to eliminate discrepancies; 
volume indices are derived from the above value and price indices; total intra-CMEA exports and imports are not 
always identical because of accounting discrepancies, imports tending to be higher than indicated here; (c) trade 
with industrial market economies: value and price indices are calculated on the basis of UN data and volumes are 
derived as described in Part B of the Economic Bulletin for Europe, vol. 31, No. 1; (d) trade with developing countries: 
aoe ое are: taken pe Panny peer eae and price indices are calculated as residuals; (e) regional 

ways add up to the total because of discrepancies in intra- у 
eastern countries and Asian Socialist countries are not showed above. и ek ied aaa 
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TABLE 6.3 


Trade of selected east European countries and the Soviet Union by major regions 
and commodity groups (January-September 1979) 


(Percentage change over the same period of 1978) 


——————— ee 


Czecho- 
slovakia 


German 
Democratic 
Republic 
(12 months) 


Soviet 


Hungary Poland Union 


м— eee 


Bulgaria 
Exports to 
CMEA:countriés “Si2400.0...4; 8.0 
Developed countries .......... 41.6 
Developing countries .......... 
о ae 14.7 
Machinery and equipment ..... 9.1 
Raw materials and semi-finished 
DIOGUCIS С ate oa О 41.6 
НОО оз 7.9 
Consumers goods ............. 11.9 
Imports from i 
CMEA=COUNITICS oo ее 13.3 
Developed countries .......... 
Developing countries .......... 3.9 
OLA eee та ee es 11.4 
Machinery and equipment ..... 3.8 
Raw-materials and semi-finished 
DLOGUCISI а 14.1 
Foodstutisi®. се es tees. 15.4 
Consumers goods ............. 1335 


6.2 9.5 14.1 9.4 12.0 
21.6 19.2 3.8 34.4 14.0 
3.1 16.6 11.6 4.9 11.0 
9.1 13.4 10.8 15.6 13.0 
13.4 15.1 
20.0 8.4 
11.8 4.2 
2255) 3.3 
8.1 2.8 1.2 12.4 
12.3 0.5 —1.7 11.3 
10.5 — 173 43:5 —2.4 56 
8.1 —0.6 5.8 9.3 11.0 
2.5 557255) 
2.0 Sh? 
—15.5 23.1 
—4.7 11.0 


Source: Аз for table 6.1. 


Machinery and equipment were the principal products 
contributing to the growth of intra-CMEA trade. Trade 
in foodstuffs was also buoyant, there having been a great 
deal of complementarity in harvest variations within the 
region. Trade in consumer goods and intermediate pro- 
ducts progressed. Fuels and energy continued to be the 
fastest expanding item in the value of Soviet exports 
to partner countries. As indicated earlier, this was largely 
due to the steady upward adjustment of oil prices. How- 
ever the volume of Soviet fuel exports has recently shown 
small but steady increases. Shipments of gas continued 
to grow at high and at steadily rising rates, and the jointly 
constructed Orenburg gas pipeline has recently been 
completed. Soviet supplies of oil to partner countries 
continued to increase but at slow rates (see section 3). 
Since oil consumption in eastern Europe grew faster than 
Soviet shipments, the countries concerned were increas- 
ingly obliged to import oil from OPEC countries. Soviet 
exports of consumer goods have recently increased rapidly, 
as did Soviet deliveries of chemicals and timber. However, 
all major product groups but fuel contributed to the 
slackening of the growth of intra-CMEA trade in 1978, 
and to the acceleration in the expansion of the value of 
Soviet exports in 1979. Soviet imports from eastern coun- 
tries continued to be dominated by machinery. 


These trends were influenced by a number of other 
factors. The important role played by intra-CMEA trade 
in recent regional trade adjustments has already been 
discussed. In addition, the increasing dependence of 
eastern countries other than the Soviet Union on external 
supplies of oil aggravated their foreign currency shortage. 
This has increasingly obliged them to satisfy their demand 
for imported industrial materials from within the region. 


The movement of the Soviet export surplus in its trade 
with other CMEA countries has also influenced the 
development of mutual exchanges. Increases in these 
surpluses in certain years reflected the grant of Soviet 
credits to its partner countries, while the decline in these 
surpluses in other years indicated repayments of some of 
these credits. The Soviet Union converted part of its 
rising surpluses into short-term or medium-term credits 
in order to help its CMEA partners to absorb price 
adjustments more easily. This was an important factor 
behind the rise in Soviet export surpluses up to 1978. 
There appears to have been a net repayment of credit in 
1978, but in 1979 Soviet net crediting was resumed. 


Expanding economic co-operation is a permanent 
feature of the CMEA countries’ economies and one 
which contributes substantially to the rise in mutual 
trade. Joint construction of enterprises (amounting until 
now to a total value of some $12 billion) has been con- 
centrated in the development of gas, iron and nickel ores, 
pulp, asbestos and ferrous metals. The construction stages 
(1973-1980) provided a strong impetus to exports of 
machinery, equipment and construction materials from 
eastern countries to the Soviet Union. With some of these 
enterprises now completed, the growth of Soviet deliveries 
of resultant products has accelerated. Specialization in 
production, based on mutual contracts, is increasingly con- 
tributing to шиа-СМЕА trade. The bulk is concentrated 
in machinery, where contractual deliveries rose from 
10 per cent of mutual transactions in machinery in 1971 
to over 40 per cent in 1979. 

Preparations are being made to raise intra-regional 
co-operation during the 1980s to a much higher level than 
at present, both in terms of quantitative indicators and 
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in terms of complexity. The “long-term target-oriented 
co-operation programmes” already adopted for energy 
(especially atomic energy), fuels, some raw materials, 
agriculture, the food industry, engineering, industrial 
consumer goods production, transport and communica- 
tions aim at improving domestic supplies of the respec- 
tive products and, by implication, at facilitating import 
substitution for goods purchased outside the CMEA area, 
and finally, at eliminating existing balance-of-payments 
difficulties. The implementation of the new programmes 
should lead to increasing self-sufficiency in the region: 
for energy, the self-sufficiency ratio is expected to rise 
from some 78 per cent at present to 90 per cent by 1990, 
and for iron ore and ferrous metals, from some 70 per 
cent to 100 per cent. Ferrous metal imports were an 
important contributor to the rise in the deficit of the 
eastern countries’ east-west trade deficits during the past 
decade, and recent rising dependence on external supplies 
of energy materials has intensified the region’s shortage 
of foreign currency. 


The intended complex development of intra-regional 
co-operation will necessitate stronger emphasis than at 
present on ex-ante multilateral planning. This covers 
not only supplies and demand but also costs, prices, 
investments and the size of plant. Multilateral planning 
so far has been predominantly an ex-post factor, intro- 
duced to ensure the co-ordination of national plans, and 
referring almost exclusively to output. The extension of 
the joint planning principle to long-range planning was 
already established in 1976, but it now needs strengthen- 
ing in order to cope with new objectives. 


(iii) Trade with developing regions 


The data concerning trade between the CMEA region 
and developing countries are calculated as residuals, and 
consequently indicate orders of magnitude only. Both 
values and volumes of eastern exports and imports grew 
fast in 1977 and both suffered a setback in 1978. During 
January-September 1979 the expansion of eastern export 
volumes seems to have recovered ground lost in the 
preceding year, while that of eastern imports declined 
substantially. In all three years export values grew faster 
than import values and the same was true for export 
volumes in 1977 and 1979. 


Prices in trade between CMEA and developing coun- 
tries moved unevenly from year to year and as between 
exports and imports. Eastern export prices increased fast 
both in 1977 and 1978 (by some 12 per cent) but moderated 
in 1979. Eastern import prices also increased fast in 1977 
(by some 12 per cent), hardly at all in 1978 and more 
markedly in 1979. Thus, while the eastern terms of trade 
hardly changed in 1977, they improved a great deal in 
1978 but deteriorated slightly during January-September 
1979. The trade surplus of eastern countries continued to 
increase between 1975 and 1978, reaching $4.4 billion in 
the latter year, but a slight decline was reported in 1979. 
Part of these movements was due to changes in dollar 
exchange rates. 


The Soviet Union continued to dominate trade between 
eastern and developing countries. It accounted for 66 per 
cent of eastern exports to, and for 59 per cent of eastern 
imports from, these countries in 1978. In value terms, 
Soviet exports shot up by 39 per cent in 1977; their expan- 
sion slackened to 8.1 per cent in both 1978 and in 1979 
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(January-September). This implied a large rise in volume 
terms in 1977 (above 20 per cent), a decline of a few 
percentage points in 1978 and perhaps some recovery 
in 1979. Soviet import values grew relatively slowly, with 
rates decelerating gradually from about 10 per cent in 
1977 to less than 2 per cent in 1979 (January-September). 
In volume terms, Soviet imports may have increased 
slightly in both 1977 and 1978 but certainly declined in 
1979. The Soviet export surplus has been on the increase 
ever since 1975, rising from slightly more than $100 
million in the latter year to $4.6 billion in 1979 (9 months 
adjusted on an annual basis). 


Movements of eastern countries’ surplus on trade with 
developing areas (other than those attributable to dollar 
exchange rate changes) were affected by a number of 
factors. The economic climate was more favourable to 
expansion of eastern countries’ exports to developing 
regions than vice versa. The relative growth of output in 
the developing countries stimulated a substantial rise in 
import demand. The contribution of the eastern countries 
to meeting this demand was considerable; the rise in the 
volume of their exports to developing regions amounted 
to nearly 28 per cent during the 1976-1979 period taken as 
a whole. Credit granted by the eastern countries to devel- 
oping areas did not keep pace with the rise in eastern 
exports, but it continued to grcw. 


Annual commitment of credits by the eastern countries 
may have risen to nearly $4 billion in 1979 (for earlier 
years see table 6.4). However, disbursements took place 
at a much slower pace than this, and repayment of 
credits contracted earlier accelerated. Thus, net long-term 
lending by eastern countries, which reached the record 
level of nearly $1 billion in 1973, gradually declined to 
roughly half that sum by 1977, though it may have in- 
creased substantially in the subsequent period. The total 
disbursed public debt owing by developing countries to 
the eastern region amounted to some $10 billion in 1978 
($5 billion in 1971), and certainly rose further in 1979. 
Developing countries may also have financed part of their 
rising imports from eastern countries by drawings on 
foreign currency earned elsewhere. 


The relatively slow pace in eastern export volume 
growth to developing countries over the last two years 
(data currently evailable imply a decline in 1978 and 
recovery of the ground lost in 1979) can be explained 
primarily by over-rapid growth in the preceding two years 
(almost 27 per cent). These rates could not be repeated in 
the short run due to difficulties in the developing coun- 
tries’ absorption capacity, and also to eastern supply 
constraints. 


The expansion of eastern countries’ imports from 
developing areas was slow. Developing countries’ share 
in eastern markets has declined since 1974, the volume 
of eastern imports from developing countries stagnating 
during 1977-1979 as a whole. The sluggish performance 
of these flows contrasted sharply with relatively buoyant 
economic activity in the eastern countries. 


Developing countries have apparently diverted some 
of their potential exports towards the industrialized coun- 
tries, with the deliberate purpose of increasing convertible 
currency earnings. As a result, the volume of their exports 
to the industrial market economies has increased by some 
15 per cent during the last three years. The small share 
of manufactured products in exports of developing coun- 
tries to eastern countries (about 12 per cent of total 
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TABLE 6.4 


Credits of east European countries and the Soviet Union to developing countries & 
(Equivalent in million US dollars) 


cence 


Country 1971 1972 


1977 
1973 1974 1975 1976 (estimate) 


eee eee A 


Commitments 


Выата tee. sates hes 55 40 43 117 17 8 ae 
Czechoslovakia в... 14 100 303 108 168 1 064 57 
German Democratic Republic 25 23 ae 46 2 105 Tl 
оо ost 42 45 148 110 151 20 103 
ЕТ tg. See eee 65 100 2) 107 54 52 100 
IROMATIA И ronsioeets 141 385 36 752 465 261 ils) 
ВО... 677 957 1230 1 260 1 642 1208 2922 

я on ek 1019 1650 2007 ASO) PES PAS SS 

Net long-term capital flows to developing countries 
оон 695 770 955 865 640 555 465 


Source: UNCTAD, TD/B/C.3/158, 14 Мау 1979. 


exports in recent years) probably provided an insufficient 
incentive to developing countries to promote these exports. 
Finally, developing countries used part of the credits 
obtained from the CMEA area to finance their debt 
service liabilities with these countries, which reduced 
pressure to raise exports. 


The capacity of eastern countries to expand their 
imports from developing areas was also adversely affected 
by the rise in oil prices, and by increased eastern depen- 
dence on oil supplies from OPEC countries. This limited 
their ability to increase purchases of other products from 
other developing countries. It also seems that eastern 
purchases of industrial materials from the developing 
countries have tended to decline. Sophisticated industrial 
materials now account for a bigger share of eastern total 
demand for these products, and they are, in many cases, 
only available in industrialized countries. Differences 
between the growth of eastern exports and imports from 
developing countries were further affected by the current 
stage reached in economic co-operation. The value of 
projects under construction in developing countries with 
the help of eastern countries has exceeded the value of 
projects completed there, and developing countries’ 
demand for capital goods imports from the eastern coun- 
tries has tended to exceed the increment in newly created 
capacities. 

Despite these factors, economic co-operation between 
the two regions has been reported as expanding, and the 
number of developing countries seeking to expand trade 
with CMEA countries has increased. The bulk of co- 
operation between the two trading regions is still carried 
out on a bilateral basis, involving all CMEA countries 
and more than 80 developing countries. Eastern exports 
of capital goods and technical assistance for the setting 
up of specific capacities in developing countries are 
mainly financed by credits which are repaid in the form 
of resultant products from these capacities. In recent years, 
a substantial rise in tripartite co-operation on specific 
projects has been observed, involving CMEA countries, 
industrial market economies and developing countries 
as partners in the construction of joint projects. To assist 
this co-operation, eastern countries have established an 


® Excluding Cuba and Viet Nam. 


increasing number of companies in the developing coun- 
tries—mainly in the form of joint ventures involving direct 
investment. These companies at present number about 
200 with roughly $4 billion of fixed азе{5.131 Some 24 рег 
cent of these companies (with fixed assets of $200 million) 
are engaged in manufacturing, 28 per cent (with fixed 
assets of $3.6 billion) in the extraction and processing of 
raw materials, 18 per cent in marketing and 9 per cent 
in both transportation and technical services. The prin- 
cipal aim of such joint ventures is to stimulate resource 
development projects whereby industrial technology is 
exchanged for raw materials. 


Certain improvements have been introduced in respect 
of commercial policy instruments. Existing trade and 
payments agreements are renegotiated on a continuous 
basis, and they increasingly include improvements in 
payment mechanisms and occasionally incorporate con- 
vertibility clauses for the settlement of balances. In a 
number of eastern countries, preferential treatment of 
imports from developing countries has been introduced; 
for instance, Soviet imports from developing countries 
based on such preferences increased from $1.2 billion in 
1975 to $1.7 billion in 1977 and may have been close to 
$2 billion in 1979. This represented some 20 per cent of 
all Soviet imports from developing countries in 1975 and 
perhaps exceeded 26 per cent in 1979. 


At present new efforts are being made both to exploit 
existing possibilities for co-operation and to create new 
ones, especially in the domain of trading preferences, 
payments arrangements, co-operation in finding markets 
for manufactures and semi-manufactures imported from 
developing countries by the eastern countries, intensifying 
joint ventures, accelerating financial and technical assist- 
ance, promoting multilateral co-operation and the like, 
Some countries of the eastern region have recently laid 
down guidelines for global ten-year programmes of co- 
operation with developing countries. These programmes 
provide for the comprehensive development of co-opera- 


181 Carl H. McMillan: “Growth of external investments by the 
Comecon countries”, The World Economy, vol. 2, No. 3 (September 
1979). 
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tion in industry, science, technology, trade and other 
areas. The principal of “comprehensiveness” embraces 
the supply of complete projects, including geological 
research, pre-investment and feasibility studies, design of 
projects, supply of capital goods, construction, com- 
missioning of the plant and hand-over in running order, 
and the import of goods produced by these projects. This 
is expected to provide a strong impetus to exports of 
developing countries to CMEA countries. 


(iv) East-west trade 132 


The trends of eastern exports to and eastern imports 
from western industrialized countries have varied a great 
deal in the recent past. The growth of eastern export 
volumes proceeded at a relatively slow rate in 1977 and 
1978 (some 3 per cent) but accelerated sharply in 1979 
(to perhaps 12 per cent during January-September). This 
implies falls in eastern countries’ share in western markets 
in 1977 and 1978 and some increase in 1979. In contrast, 
eastern import volumes declined substantially in 1977 
(by nearly 7 per cent), recovered in 1978 at about the same 
rate and grew only slightly during January-September 
1979. This implies losses in western countries’ share of 
eastern markets. 


Prices in east-west trade accelerated since the beginning 
of 1977. Import and export prices moved up at similar 
rates in 1977 and 1978 and the terms of trade hardly 
changed. However, in 1979 a tendency for the prices of 
eastern exports to move up somewhat faster than the 
prices of goods flowing in the opposite direction became 
noticeable, and the eastern terms of trade improved 
largely reflecting upward adjustments to the price of Soviet 
oil exports. 


In value terms (according to western statistics) eastern 
exports grew fast and eastern imports hardly at all in 1977 
(by nearly 11 and 1 per cent respectively). In 1978, the 
expansion of both accelerated substantially (to 14 and 
18 per cent respectively). During January-September 1979, 
eastern export growth more than doubled while that of 
imports levelled off (at growth rates of 30 and 17 per cent 
respectively). As discussed later, this strongly reflected 
eastern policy with regard to trade deficits; these fell in 
1977, were permitted to rise in 1978 but were again reduced 
in 1979. 


Most individual eastern countries conformed to this 
general pattern of expansion although large differences 
were reported in their respective growth rates (table 6.5). 
Very high export value growth rates were reported in 
1979 (January-September) for the Soviet Union, Czecho- 
slovakia, Hungary, Romania and especially Bulgaria. In 
each case growth was a great deal faster than reported 
in 1977 or 1978. In some cases, and especially in that of 
the Soviet Union, the acceleration was due in a large 
measure to price increases; with the exception of Romania, 
imports into all these countries from western countries 
increased in 1979 (January-September) at rates roughly 
half or less of those reported for exports. In comparison 
with 1978, this performance represented a slight change 
for the Soviet Union and Czechoslovakia, a sharp slow- 
down for Bulgaria and Hungary and a substantial accel- 
eration for Romania. This in turn implies a substantial 


We The analysis in this section is based on western data where 
the statistics are more complete than those provided by the 
Statistics of eastern countries. 
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increase in export volumes in 1979 for all these countries, 
and—perhaps with the exception of Romania—hardly 
any increase in import volumes. 

Poland differed from the above group of countries only 
in the matter of degree: its exports increased relatively 
moderately (by 14 per cent) in the first nine months of 
1979 and imports grew even more slowly (by 6 per cent), 
implying a similar rate as in 1978 for exports but a much 
slower rate for imports. In volume terms, in 1979 Polish 
exports hardly increased but imports appear to have 
declined substantially. 

The performance of the German Democratic Republic 
differed widely from that of the other eastern countries; 
its export values continued to grow quite fast and even 
accelerated in 1979, but its export volumes probably rose 
by very little. In contrast, its import values and volumes 
rose quite fast in both 1978 and 1979, exceeding export 
growth rates in both years. 

On the western side (table 6.6) the value of imports 
from the eastern countries rose considerably in 1979 
(January-September) in the following countries: the 
Federal Republic of Germany, Italy, France, United 
Kingdom, Finland, Japan, Sweden, Netherlands, Den- 
mark, Spain, Turkey, Canada and Ireland. The growth 
of imports into all of these countries accelerated consid- 
erably in 1979, and also during 1978 in certain countries. 
For 1979, and in some cases also for 1978, these move- 
ments indicate considerable increases in import volumes. 
Export values rose in 1979 (January-September) at con- 
siderably slower rates than imports for mos* of the coun- 
tries listed above, and in some of them expansion slowed 
down a great deal. 

Imports by the United States, after shooting up sharply 
in 1978, rose moderately in value but not in volume in 
1979. United States exports to the eastern area expanded 
rapidly in 1978 and rose quite swiftly again in 1979, 
largely as a result of increased deliveries of grain. 

Developments were affected by a number of factors, 
but the eastern countries’ policies to improve their east- 
west trade balances were the dominant influence. Their 
main feature was to promote exports and to save on 
imports. Some imports were subjected to straightforward 
quantitative restrictions. The shortage of foreign currency 
available for purchases in western countries by eastern 
countries other than the Soviet Union grew more acute 
in recent years. The dependence of eastern countries on 
oil supplies from outside the CMEA area increased; this 
oil is highly, priced and settlements are made in dollars. 
The eastern countries were, ‚погеоуег, increasingly ob- 
liged to use export earnings to finance their debt obliga- 
tions to western countries. In contrast, the rise in oil 
prices enhanced the import capacity of the Soviet Union 
and further eased its debt servicing obligations. The 
combined effects of these factors on the eastern countries’ 
aggregate imports are well illustrated by the continuous 
post-1976 decline in the share of western exports on 
eastern markets to which attention was drawn above. 
This was to some extent a normal development given the 
considerable increase in these shares in preceding years, 
and the consequent rise in eastern trade deficits. 

Apart from stimulative policies at home, the growth 
of eastern exports to western markets, and especially the 
acceleration in 1979, were helped also by a rapid rise in 
western import demand, which rose in volume terms by 
5 selec in both 1977 and 1978 and by nearly 8 per cent 
in ; 
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Foreign trade in eastern Europe and the Soviet Union 


With regard to western trade protection policies, two 
contrary tendencies became apparent. On the one hand, 
“non-classical” types of protectionism (voluntary export 
restraints, anti-dumping procedures, orderly marketing 
arrangements, trigger price mechanism and the like) were 
reported as strengthening, especially against labour 
intensive imports such as steel, textiles, clothing, footwear, 
ships, electric consumer goods, certain electronics, certain 
chemicals and food products. On the other hand, the 
“classical” protectionism (quantitative restriction, sur- 
charges on imports and financial levels) continued to be 
dismantled. Products imported from the eastern countries 
figuring in the list of liberalized products imported from 
eastern countries towards the end of 1979 totalled some 
700 complete and 104 partial headings out of a total of 
1,012 headings in the Common Customs Tariff. 


East-west economic co-operation continued to boost 
east-west trade. It plays a positive role in most circum- 
stances—acting as a neutralizer when adverse trends 
prevail in east-west trade (including a rise in protec- 
tionism) and as an accelerator in the opposite situation. 
Economic co-operation may have accounted for some 
20 per cent of east-west trade in 1979, probably a few 
percentage points more than in the preceding year. Its 
contribution is estimated to be about the same with regard 
to trade between the Soviet Union and western countries, 
somewhat higher in the case of Romania, and somewhat 
lower in the case of the trade of other eastern countries. 
A new feature is that co-operation is an increasingly 
important element in eastern exports to the west, though 
in absolute terms it amounts to less than the opposite 
flow. This reflects a new stage in the implementation of 
co-operation projects financed by western credits, since 
credit repayments in the form of deliveries of products 
resulting from these projects are now growing in impor- 
tance. Such projects constitute the bulk of east-west 
economic co-operation. 


Eastern exports have also been encouraged by the 
establishment of eastern companies 133 in western indus- 
trialized countries (some 360 by 1978)—owned wholly 
or partly by eastern enterprises or banks. The fixed assets 
of these companies amount at present to some $500 
million. Some 70 per cent of them are specialized in 
marketing. This high proportion is explained by changes 
in the structure of eastern exports; as the share of manu- 
factured products increases in total exports, a need arises 
for sophisticated marketing which can only be filled by 
specialized companies. Within the total, 22 companies 
provide financial services; the size of their fixed assets is 
relatively small ($23 million) but their total assets amount 
to roughly $9.2 billion (of which 78 per cent is owned by 
Soviet companies). 

The combined effects of the developments summarized 
above on eastern exports were favourable in 1979. Losses 
of eastern countries’ shares of western markets reported 
in 1977 and 1978 were even made good in 1979. This 
experience amply illustrates that, whatever policy-deter- 
mined obstacles to trade exist, they are quickly overcome 
when the underlying demand for imports is strong. 

Unless protectionism increases to any great degree in 
western countries, the contribution of east-west economic 
co-operation to eastern exports will intensify in the years 


133 Car] H. McMillan: “Growth of external investments in the 
Comecon countries”, The World Economy, vol. 2, No. 3 (September 
1979). 
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to come, as the remaining co-operation projects are 
completed. OECD estimates that by the end of 1980 this 
contribution could total more than 30 per cent of eastern 
exports.1*4 Soviet earnings on this account may have 
amounted to $1.5 billion in 1978, but may reach $2 billion 
in 1980 and up to $4 billion in 1985. In the early 1980s, 
Soviet receipts may outpace Soviet expenditures on this 
account. 


The negotiation of new co-operation projects has 
slackened recently, and this will affect both western 
exports in the years to come and eastern exports in a 
somewhat more distant future. This sharp deceleration is 
largely due to the slack activity prevailing in the western 
economies, which gave rise to excess capacities in sectors 
competing directly with the products arising from co- 
operation agreements (basic chemicals, steel, copper and 
wood products). Western producers concerned have 
already pressed in some cases for the activation of pro- 
cedures designed to eliminate market disruption. As for 
inter-government arrangements, 270 long-term agree- 
ments are in force (90 trade agreements, 161 economic, 
industrial and technical co-operation agreements, 14 
mixed), but only 13 of these were signed between Sep- 
tember 1978 and November 1979 (6 on trade and 2 on 
co-operation between small- and medium-sized enter- 
prises). 

The east-west current account balance continued to be 
dominated by surpluses accumulated by western countries 
(table 6.7). However, in the recent past the size of these 
surpluses has tended to decline—from a record level of 
nearly $10 billion in 1975 to less than $6 billion in 1979 
(9 months expressed as an annual rate). This resulted 
from the interaction of two opposing trends: on one 
hand, the western surplus on merchandise trade declined 
from the $9.2 billion recorded in 1975 to an annual rate 
of less than $4 billion during the first nine months of 
1979. This more than offset the rising western surplus on 
services, which increased sharply from less than $1 billion 
in 1975 to nearly three times as much in 1979. The com- 
mercial policies pursued by the eastern countries were 
in fact concentrated on the adjustment of merchandise 
trade balances, the balances on services being much less 
responsive to policy directives. 


The $3.7 billion western surplus on merchandise trade 
in 1979 compares with some $6.6 billion in 1978. All 
eastern countries but the German Democratic Republic 
and Romania contributed to this decline. A remarkable 
feature was a rising Soviet surplus in its trade with west 
European countries, the bulk of its deficit in over-all 
east-west trade being due to imports of cereals. On the 
western side, the contribution of individual countries 
to recent shifts in trade balances varied widely. The 
surpluses of the Federal Republic of Germany, Canada 
and Japan were very markedly smaller than in previous 
years, while those of the United States and France attained 
record levels. The deficits of Italy, Yugoslavia, United 
Kingdom, Finland and some other countries increased. 
In 1979, the United States had the largest surplus with 
the eastern region, followed by Japan, the Federal Repub- 
lic of Germany and France. Much of the increase in the 
United States’ surplus was attributable to shipments of 
cereals to the Soviet Union, which speeded up during the 
second half of 1979. Declines in the surpluses of the 


134 International Herald Tribune, 19-20 January 1980. 
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Recent economic developments in eastern Europe and the Soviet Union 


TABLE 6.7 


Estimated balance of payments of the industrial market economies with eastern Europe 


and the Soviet Union 
(Million US dollars) 


Current Account 


pace in ee Se ee ee eee eS 


Se ee КОТ. ee a ee 


Net services Capital 

multilateral 

Trade Transport settlements, 

ee Ee fe tad ПЕРИ 

‘0.b.-.f.0.b. | i Travel qi Transfers 

Period НО МВА о еее ©). (68). (9-10) (11-19) 

a eee Se ee ee о Е 

A. Excluding Japan 
ое. 1 8 807 8 255 870 25 —450 1 295 —318 —8 807 
IS76P RS а 6 277 5 827 1150 —50 —450 1 650 —700 —6277 
VOT TRE ciate 4 407 3 652 1 560 —70 —470 2 100 —805 —4 407 
POT Sty. О 6 117 4 937 2 000 —80 — 520 2 600 —820 —6117 
UTED cache thom 3 879 2 169 2 560 —90 —550 3 200 —850 —3 879 
1975-1979 .. 29487 24 840 8 140 —265 —2 440 10 845 —3 493 —30 801 
В. Including Japan 

а 9 943 9 286 975 25 —450 1400 —318 —9 943 
197 Gis os 8 017 7 417 1 300 —50 —450 1800 —700 —8 017 
LOT Tre 5 932 4877 1 860 —70 —470 2 400 —805 —5 932 
19а. +: 8 108 6 628 2 300 —80 — 520 2 900 —820 —8 108 
По, 5 682 8) Ig 2 800 —90 —550 3 500 —850 —5 682 
197521979 wanna 31 940 9295 —265 —2 440 12 000 —3 493 —38 760 


Sources: Estimates for industrial market economies other than Japan are based on IMF, Balance of Payments Yearbooks, Statistical 
Office of the European Community—Eurostat Balance of Payments, BIS, Forty-Eighth Annual Report, Basel, 12 June 1978, p. 85 (which 
gives estimates for net interest payments of about $2 billion in 1977) direct communications and press reports. Estimates for Japan are 


made by the ECE secretariat. 


Notes: Numbers in parenthesis under column headings are the IMF item numbers, Data for 1979 represent nine months adjusted 
on an annual basis. Eastern statistics show larger trade surpluses for western countries (see table 2) than indicated in this table, This is 
the problem of the so-called “mirror statistics”. The discrepancy arises from differences in coverage and timing, different treatment of 
те-ехрог(з, under-invoicing, time lags between deliveries and invoicing, and from valuations of eastern countries exchange rates. 


Federal Republic of Germany and Japan were to a certain 
extent related to the completion of large investment pro- 
jects in the eastern countries based on compensation 
agreements. The rising French surplus was related to a 
new round of deliveries based on recent grants of credit. 
The increasing Italian deficit was due partly to eastern 
repayments in kind made of credits granted to them 
earlier in connexion with co-operation deals. 


The western surplus on the service account reached a 
record level of some $2.8 billion in 1979. The basic factor 
underlying this steadily rising western surplus was western 
factor income. The rise in this item is even accelerating, 
reflecting increased lending to the eastern countries. On 
the transport and travel accounts, western countries 
continued to record slowly growing deficits. Some 40 per 
cent of the western surplus on services in 1979 was due to 
the Polish deficit, which increased gradually from some 
$400 million in 1975 to perhaps over $1 billion in 1979; 
almost all of this item consisted of net interest payments 
arising from the substantial rise in total Polish foreign 
debt. The other items on the service account roughly 
netted out. A further 18 per cent was accounted for by 
the Hungarian deficit, which increased from some $250 
million in 1975 to perhaps more than $500 million in 1979. 
The deficit of the German Democratic Republic may have 
been close to that reported for Hungary, while the deficits 
of Czechoslovakia and Bulgaria must have been some- 
what lower. Although Soviet interest payments were the 
largest in the region, they were offset by receipts from 
transport and some other items; the Soviet Union may 
have had a small surplus in its service account. 


Taking into account transfers, which grew steadily and 
accrued mostly to Poland and to the German Democratic 
Republic, it appears that the deficits on east-west current 
accounts were larger than deficits in their east-west mer- 
chandise trade in the majority of eastern countries. In 
1979 the current account deficit may have amounted to 
$1.5 billion in Poland (against a deficit of approximately 
$1 billion on merchandise trade); to $1 billion in Hungary 
(against $600 million); and to $1.3 billion in the German 
Democratic Republic (against $800 million). In Czecho- 
slovakia, the surplus on merchandise trade was somewhat 
smaller than its deficit in services, and in the Soviet Union 
the two balances were about equal. 


The Soviet approach to the financing of deficits was 
distinctly different from those of the other eastern coun- 
tries. The Soviet Union continued to sell gold on a large 
scale, to draw on semi-official and official credits and to 
benefit from exports to developing countries for which 
payment was made in convertible currency. Gold sales 
amounted to 450 tons in both 1977 and 1978 (worth some 
$3 billion in the latter year). Sporadic sales were reported 
in 1979 and, taking account of rapid increases in the 
gold price, they may have amounted to $4 billion. Un- 
disbursed western credits (official and semi-official) for 
investment purposes in the Soviet Union amounted to 
some $4 billion at the end of 1977 of which a substantial 
proportion was drawn in 1978 and 1979. It is estimated 
that official and semi-official credits financed nearly 
60 per cent of Soviet deficits in recent years. These credits 
are more advantageous than those extended by commer- 
cial banks because their rates of interest are lower and 
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TABLE 6.8 


External position in domestic and foreign currency of banks in Grou i i i 
1 p of Ten countries and Switzerland and the foreign branches 
of United States’ banks in the Caribbean area and the Far East vis-a-vis eastern Europe and the Soviet Union 


(Million US dollars—data for end of given period) 
— are pe 


1977 


Net 


Country Position 


Liabilities Assets 


Liabilities 


1978 1979 June 


Net 
Position 


Net 


Assets position 


Liabilities Assets 


a eS a a 


Bulgaria. vio ce 445 2 345 1 900 
Czechoslovakia......... 444 1 259 815 
German Democratic 
Republicke. 2.0. cock 707 4 145 3 438 
ау и. 872 4 219 3 347 
РО. 384 6 791 6 407 
Вова. 195 1186 991 
Soviet Union .......... 4 222 10 554 6 332 
а. 455 2407 1952 
Я а ев 7 724 32 906 25 182 


492 3 174 2 682 602 3 264 2 662 
629 1976 1347 792 21532 1740 
1195 6 193 4 998 1 402 6 449 5 047 
899 6 449 5 550 489 6 361 5 872 
808 11 723 10 915 807 ТР? 11905 
222 2 543 2 321 185 3221 3 036 

5 852 12 761 6 909 5192 11 974 6 782 
506 2723 2217 394 21925 2531 
10 603 47 542 36 939 9 863 49 438 39 575 


i 


Source: BIS, Annual Reports 1975-1979 and BIS, Press Reports for 1979. 


Note: The ten countries are Belgium-Luxembourg, France, Federal Republic 
of Germany, Italy, the Netherlands, Sweden, the United Kingdom, Canada, 
Japan and the United States of America. 


fixed (7.5 per cent); for other credits, interest rates are 
higher and are based on floating market rates (8.5 per cent 
in 1978 and some 12 per cent in 1979 for dollar loans). 
Moreover, official credits are of a generally longer 
maturity, and are often associated with official promotion 
of expanded commercial ties. 


The bulk of the current account deficits of the other 
eastern countries were financed by borrowing on western 
capital markets and, to a smaller extent, by credits 
extended by western governments and direct exporters. 
The net position of western banks vis-a-vis the eastern 
countries (including the Soviet Union), which is the main 
indicator of the net borrowing of eastern countries in the 
western capital market, reached almost $40 billion by 
June 1979 (table 6.8). In 1979, the net position increased 
by some $5 billion (six months total at an annual rate)— 
some $12 billion in 1978 but nearly $4 billion in 1977. 


The position of individual eastern countries in respect 
of their debt to western capital markets differed a great 
deal. The Soviet Union has been almost wholly absent 
from this market since 1975. The absolute level of its 
debt changed only marginally (around $8 billion) but it 
declined in proportion to the eastern total from some 
37 per cent in 1975 to about 21 per cent in 1979. Poland 
continued to be the largest recipient of funds, accounting 
for approximately $12 billion in June 1979—about 30 per 
cent of the total. Hungary, followed by the German 
Democratic Republic and Romania were ranked next in 
order, accounting for about 15, 13 and 8 per cent respec- 
tively. Borrowing by Hungary and the German Demo- 
cratic Republic rose fast in 1978 but slowed down sharply 
in 1979, while Romanian borrowing continued to increase 
rapidly. The gross borrowing of the eastern countries was 
a great deal larger than their net borrowing because a 
substantial proportion of their debt is short-term, which 
necessitates a considerable amount of refinancing. Polish 


® Not distributed by countries. Almost certainly the bulk of the residual went 
to the Soviet Union, Poland and the German Democratic Republic. 


gross borrowing, for instance, amounted to some $5 billion 
in 1979 and is expected to reach $6.5 to $7 billion in 1980. 
This of course raises the cost of debt service. 


The fact that the bulk of the eastern countries’ deficit 
on east-west trade was financed by credit automatically 
led to rises in their debt to western countries. This was 
estimated at $43 billion in 1977 and at some $51 billion 
in 1978 (including the debt of CMEA banks). It may have 
risen to some $57 billion in 1979. Roughly $42 billion 
of this debt is due to western banks and the remaining 
$15 billion to official or semi-official creditors. Precise 
data on the distribution of this total between individual 
eastern countries are not available. Recent estimates 
indicate that the Polish debt may have amounted to 
slightly more than $17 billion and the Soviet debt to 
somewhat more than that. With the help of data published 
in table 6.8, the residual may be distributed as follows: 
Hungary—nearly $7 billion; the German Democratic 
Republic—some $6 billion; Romania—close to $4 billion; 
Bulgaria—around $3 billion; and Czechoslovakia— 
around $2 billion. 


The burden of debt is relatively small in terms of the 
national output of the eastern countries (4 to 5 per cent 
in 1979) but quite substantial in terms of their receipts 
of convertible currencies; these may have totalled some 
$44 billion in 1979. Part of this debt (perhaps $10 billion) 
may be considered as self liquidating since it is repayable 
in the form of counter-deliveries of the resultant products 
of imported industrial plant which the original credit was 
intended to finance. However, most of this (some $8 
billion) will accrue to the Soviet Union, which will greatly 
facilitate the servicing of Soviet debt (consisting of credit 
repayments plus interest in terms of exports paid for in 
convertible currencies). The debt service for other coun- 
tries varies widely, but is by far the heaviest for Poland 
(exceeding 50 per cent) and much smaller for the other 
countries (below 20 per cent). 
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